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TO  ENHANCE  FAIRNESS  IN  COMPENSATING 
OWNERS  OF  PATENTS  USED  BY  THE 
UNITED  STATES 


WEDNESDAY,  OCTOBER  5,  1994 

House  of  Representatives, 
Subcommittee  on  Administrative  Law 

AND  Governmental  Relations, 

Committee  on  the  JudiclslRy, 

Washington,  DC. 
The  subcommittee  met,  pursuant  to  notice,  at  10:15  a.m.,  in  room 
B-352,  Rayburn  House  Office  Building,  Hon.  John  Bryant  (chair- 
man of  the  subcommittee)  presiding. 

Present:  Representatives  John  Bryant  and  Greorge  W.  Gekas. 
Also  present:   Paul  Drolet,  counsel;  Nichole  Jenkins,  assistant 
counsel;  Cvnthia  Blackston,  chief  clerk;  and  Ray  Smietanka,  minor- 
ity counsel. 

OPENING  STATEMENT  OF  CHAIRMAN  BRYANT 

Mr.  Bryant.  If  the  subcommittee  will  come  to  order. 

We  are  gathered  today  to  hear  testimony  on  H.R.  4558,  a  bill  to 
enhance  fairness  in  compensating  owners  of  patents  used  by  the 
Government  of  the  United  States.  The  bill  was  introduced  by  my 
good  friend  and  colleague  from  Texas,  Representative  Frost,  and 
will  provide  for  reasonable  fees  for  expert  witnesses  and  attorneys' 
fees  in  suits  against  the  United  States  for  compensation  of  patents 
used  by  the  Government. 

In  order  to  recover  such  fees  under  the  bill,  the  owner  of  a  patent 
would  have  to  be  an  independent  inventor,  a  nonprofit  organization 
or  an  entity  that  had  no  more  than  500  employees  at  any  time  dur- 
ing the  5-year  period  preceding  the  use  or  manufacture  of  a  patent 
invention  which  is  offered  the  United  States  of  America. 

We  appreciate  the  presence  today  of  each  of  the  witnesses  and 
look  forward  to  hearing  their  testimony  in  the  course  of  the  bill. 

[The  bill,  H.R.  4558,  follows:] 

(1) 


103d  congress 
2d  Session 


H.  R.  4558 


To  eiiliance  fairness  in  compensating  owners  of  patents  used  by  tlie  United 

States. 


IN  TIIE  HOUSE  OF  REPRESENTATIVES 

June  9,  1994 

Mr.  Frost  introduced  the  following  bill;  which  was  referred  to  tlie  Committee 

on  the  Judiciary 


A  BILL 

To  enhance  fairness  in  compensating  owners  of  patents      ed 

by  the  United  States. 

1  Be  it  enacted  hy  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  SECTION  1.  JUST  COMPENSATION. 

4  (a)    Amendment. — Section    1498(a)    of   title    28, 

5  United  States  Code,  is  amended  by  adding  at  the  end  of 

6  the  first  paragraph  the  following:  "Reasonable  and  entire 

7  compensation  shall  include  the  owner's  reasonable  costs, 

8  including  reasonable  fees  for  expert  witnesses  and  attor- 

9  neys,  in  pursuing  the  action  if  the  owner  is  an  independent 
10  inventor,  a  nonprofit  organization,  or  an  entity  that  had 


2 

1  no  more  than  500  employees  at  any  time  during  the  5- 

2  year  period  preceding  the  use  or  manufacture  of  the  pat- 

3  ented  invention  by  or  for  the  United  States.". 

4  (b)   Effective   Date. — The  amendment  made  by 

5  subsection  (a)  shaU  apply  to  actions  under  section  1498(a) 

6  of  title  28,  United  States  Code,  that  are  pending  on,  or 

7  brought  on  or  after,  January  1,  1993. 

o 


Mr.  Bryant.  Does  any  other  Member  wish  to  make  an  opening 
statement? 

Mr.  Gekas.  No,  we  just  would  welcome  our  colleague  from  Texas, 
who  normally  is  on  the  other  side  of  the  testimony,  but  I  like  the 
position  we  are  in  today. 

Mr.  Frost.  I  bet. 

Mr.  Bryant.  Well,  with  that,  we  will  go  to  our  witnesses. 

I  would  like  to  welcome  our  colleagues  from  Texas,  Mr.  Frost, 
who  has  worked  us  over  real  good  to  make  sure  we  had  this  hear- 
ing today,  and  we  conceded  to  do  so  and  look  forward  to  working 
with  him  on  this  legislation. 

What  little  I  know  about  it  makes  it  appear  to  me  to  be  some- 
thing very  much  worthy  of  the  attention  of  the  committee,  and  we 
look  forward  to  hearing  your  testimony.  Please  proceed 

STATEMENT  OF  HON.  MARTIN  FROST,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  TEXAS 

Mr.  Frost.  Mr.  Chairman,  I  will  summarize  my  statement  and 
submit  the  statement  for  the  record.  This  is  a  pretty  straight- 
forward matter. 

Standard  Manufacturing  is  a  firm  located  in  the  Oak  Cliff  por- 
tion of  the  city  of  Dallas.  They  have  been  in  the  defense  contracting 
business  for  many,  many  years.  They  developed  a  number  of  pat- 
ents. In  this  particular  instance,  they  developed  a  patent  which  the 
Federal  Government  then  stole  from  them. 

And  I  use  that  word  advisedly,  but  the  Federal  Government  in- 
fringed their  patent  and  gave  it  to  a  competitor.  Standard  Manu- 
facturing then  sued  the  Federal  Government  and  established  that 
they  were  correct,  they  prevailed  in  the  lawsuit  against  the  Federal 
Government.  But  under  existing  law,  they  are  not  entitled  to  attor- 
neys' fees  or  for  expert  witness  fees  or  the  costs  of  pursuing  their 
litigation. 

So  what  I  have  done  is  I  have  introduced  legislation  that  would 
provide  not  just  in  the  case  of  this  one  company,  but  of  any  com- 
pany similarly  situated  that  sues  the  Federal  Government  in  a  pat- 
ent infringement  case  and  that  prevails,  that  they  ought  to  be  enti- 
tled to  the  costs  of  litigation,  and  the  costs  of  litigation  in  this  mat- 
ter were  very  substantial.  This  went  on  for  a  number  of  years,  and 
I  have  with  me,  Dean  Oswald,  who  is  the  vice  president  of  Stand- 
ard and  he  is  going  to  testify  at  some  length,  and,  as  I  said,  I 
would  like  to  submit  my  full  statement  for  the  record. 

This  is  an  instance  in  which  a  small  business  is  at  a  distinct  dis- 
advantage in  being  able  to  establish  its  legal  rights  because  of  the 
enormous  costs  of  litigation.  And  this  particular  small  business  pre- 
vailed only  because  of  persistence;  only  because  they  were  so  con- 
vinced that  they  were  right  and  that  the  Federal  Government  was 
wrong  for  having  stolen  their  patent,  that  they  were  willing  to 
incur  very  substantial  legal  costs  in  order  to  establish  this  right  in 
court,  which  they  have  now  done. 

Unfortunately,  under  existing  law,  they  or  anyone  similarly  situ- 
ated are  not  entitled  to,  in  this  type  of  case,  a  patent  infringement 
case,  is  not  entitled  to  legal  costs.  And  I  would  like  to,  at  this  point, 
if  I  could,  turn  the  testimony  over  to  Dean  Oswald,  who  will  be 
able  to  answer  detailed  questions  about  what  happened  in  this 


case,  and  I  will  stay  with  him  and  be  glad  to  address  your  ques- 
tions about  the  legislation  itself. 

Mr.  Bryant.  Very  well. 

[The  prepared  statement  of  Mr.  Frost  follows:! 


STATEMENT  OF  THE  HON.  MARTIN  FROST 

IN  SUPPORT  OF  H.R.  4  558 

BEFORE  THE  HOUSE  JUDICIARY  SUBCOMMITTEE  ON 

ADMINISTRATIVE  LAW  AND  GOVERNMENTAL  RELATIONS 

OCTOBER  5,  1994 

IH,*-!,*,-^*********************************************************** 

Mr.  Chariroan,  I  appreciate  having  the  opportunity  to  testify 
this  morning  in  support  of  H.R.  4558,  a  bill  I  introduced  to  help 
small  patent  holders  recover  litigation  costs  when  the  Federal 
Government  is  found  to  have  infringed  their  patents. 

Under  current  lav,  a  patent  holder  cannot  recover  any  of  his 
costs  in  securing  payment  when  a  patent  is  used  by  the 
Government.   The  patent  holder  must  initiate  a  lawsuit  under  28 
use  1498  in  order  to  obtain  any  compensation  at  all.   Although 
section  1498  provides  for  "reasonable  and  entire  compensation," 
what  the  patent  holder  actually  receives  is  the  amount  which  a 
court  determines  is  reasonable  compensation  for  the  use  of  the 
patent,  less  whatever  it  has  cost  to  obtain  recovery. 

I  became  aware  of  this  situation  because  of  the  problems 
encountered  by  Standard  Manufacturing  of  Dallas,  Texas.   Standard 
has  a  55-year  history  of  producing  high-quality  military 
equipment.   They  designed  and  patented  the  "trailer"  used  for 
loading  bombs  onto  B-52  bombers  in  the  1950s.   They  also 
submitted  a  design  to  the  Air  Force  for  a  "trailer"  that  could  be 
ised  for  both  the  B-52  and  B-IB  bombers. 

When  it  appeared  that  the  Federal  Government  stole  this 


design  and  shared  it  with  a  competitor,  Standard  went  to  the  U.S. 
Court  of  Claims  to  have  its  interests  protected.   The  Court  of 
Claims  agreed  with  Standard's  claim  of  patent  infringement,  and 
will  soon  determine  the  appropriate  damages. 

Dean  Oswald,  the  Vice-President  of  Standard  Manufacturing, 
will  be  testifying  a  little  later.   He  will  tell  you  more  about 
Standard,  and  about  the  legal  action  Standard  had  to  pursue  to 
protect  its  patent. 

Mr.  Chairman,  it's  wrong  for  the  Federal  Government  to  take 
and  use  patents  from  small  businesses  like  Standard  without  just 
compensation.   Standard  is  now  entitled  to  some  compensation,  but 
it  has  incurred  enormous  legal  fees  to  recover  damages.   And, 
unfortunately,  these  legal  fees,  incurred  because  of  what  the 
Federal  Government  has  done  to  Standard,  cannot  be  recovered. 
Thus,  as  the  law  now  stands.  Standard  cannot  receive  true,  just 
compensation  for  the  taking  of  their  property. 

My  bill  is  an  effort  to  help  small  businesses  recover  some 
of  the  legal  costs  associated  with  defending  their  patents  when 
the  Federal  Government  takes  and  uses  them.   It  provides  that  a 
court  can  award  reasonable  fees  for  expert  witnesses,  attorneys, 
and  other  costs  of  litigation. 

Mr.  Chairman,  I  believe  that  such  a  result  is  fair.   It 
would  ensure  that  small  businesses  like  Standard  Manufacturing 
really  receive  the  "reasonable  and  entire  compensation"  they  are 
entitled  to  when  the  Federal  Government  uses  their  patents. 

Again,  thank  you  for  letting  me  appear  here  this  morning. 


8 

Mr.  Bryant.  Our  next  witness  will  be  Mr.  N.  Dean  Oswald,  vice 
president  of  Standard  Manufacturing  Co.  Welcome  and  proceed. 

STATEMENT  OF  N.  DEAN  OSWALD,  VICE  PRESmENT, 
STANDARD  MANUFACTURING  CO. 

Mr.  Oswald.  Thank  you.  Good  morning.  Thank  you  for  your  time ' 
today  and  particularly  at  this  very  late  date  in  the  legislative  ses- 
sion this  year. 

We  very  much  appreciate  the  opportunity  to  come  here  and 
speak  on  behalf  of  this  bill,  H.R.  4558.  Congressman  Frost  has 
given  a  very,  very  good,  succinct  synopsis  of  the  issue  and  the  parts 
of  this  bill.  I  would  like  to  submit  that  my  testimony  is  in  much 
greater  length  than  this  and  we  will  submit  it  for  the  record  and 
I  would  like  to  then  summarize  today. 

Mr.  Bryant.  We  will  make  your  full  statement  a  part  of  the 
record  and  you  can  extemporize. 

Mr.  Oswald.  All  right.  I  thought  it  would  be  important  to  give 
you  a  little  bit  of  the  background  in  this  issue.  Our  company  has 
been  involved  since  1947  in  the  design,  the  testing,  and  the  manu- 
facture of  pieces  of  equipment  that  load  bombs  or  missiles  or  rock- 
ets onto  airplanes.  We  had  become  very  expert  in  this  rather  nar- 
row field  of  endeavor.  We  eventually  built  most  all  of  the  bomb- 
loading  equipment  that  was  used  by  the  U.S.  Air  Force.  We  built 
equipment  for  the  Navy  and  the  Marine  Corps.  We  also  supplied 
equipment  to  foreign  countries. 

We  have  a  great  deal  of  experience  in  that  field  through  many 
of  our  people  who  were  out  in  the  field  actually  loading  bombs  with 
the  troops,  showing  them  how  to  use  the  equipment.  We  had  a 
great  deal  of  experience  in  our  engineering  department. 

In  1981,  I  attended  a  U.S.  Air  Force  competition  called  Giant 
Sword  that  was  put  on  by  the  Strategic  Air  Command.  I  knew  at 
that  time  that  the  Air  Force  was  in  the  process  of  buying  a  particu- 
lar piece  of  equipment  to  load  bombs  or  missiles  on  to  the  B-52. 
It  was  made  by  another  company.  It  was  very,  very  expensive.  It 
was  breaking  down  quite  often.  It  required  the  company  to  have 
technicians  at  the  airbases  with  the  loaders  to  keep  them  working. 
It  cost  a  lot  of  money. 

I  felt  that  we  could  do  something  better;  that  we  could  give  them 
an  opportunity  to  have  some  competition;  an  opportunity  to  save 
some  money.  We  came  home,  did  a  lot  of  research,  we  came  for- 
ward with  a  design.  We  came  forward,  then,  to  the  Air  Force  with 
an  unsolicited  proposal  in  1982.  That  proposal  and  the  unsolicited 
proposal  rules  and  regulations  gave  us  protection  as  to  the  tech- 
nology that  was  in  that  proposal.  But  to  further  protect  ourselves, 
we  also  filed  for  a  patent. 

As  things  progressed,  members  of  the  Air  Force  worked  with  us. 
We  were  quite  encouraged  that  the  proposal  that  we  came  forward 
with  was  valuable;  that  it  would  provide  them  some  savings,  both 
in  the  procurement  of  the  vehicle  as  well  as  long-term  savings 
throughout  the  life  of  the  vehicle.  On  the  other  hand,  there  were 
other  members  of  the  Air  Force  who  did  not  agree  with  that.  They 
felt  that  they  needed  to  work  with  the  other  company  that  was 
building  the  deficient  piece  of  equipment. 


The  long  and  the  short  of  all  of  that  was  that  the  competitor 
ended  up  making  the  piece  of  equipment  using  our  design,  using 
our  patent.  We  were  granted  our  patent  in  1985.  We  filed  suit 
under  the  patent  alleging  that  the  Air  Force  had  taken  our  patent. 
That  was  our  only  forum  for  redress,  to  sue  the  U.S.  Government 
under  the  rules  and  regulations. 

As  an  example  of  its  value  of  the  imsolicited  proposal  in  that  pro- 
posal we  suggested  that  we  would  be  able  to  make  the  vehicle  that 
we  were  proposing  for  $350,000  per  unit,  and  that  we  would  do  all 
of  the  engineering  smd  build  a  prototype  using  our  funds  and  our 
expenses  to  prove  that  it  would  work,  which  we  did,  and  we  de- 
signed and  developed  and  built  a  prototype.  The  Air  Force  at  the 
time  was  paying  $850,000  for  the  competing  product  that  would 
load  only  one  airplane,  where  ours  would  load  three. 

Throughout  the  time  of  proposing  all  of  that,  there  were  many 
meetings  with  the  Air  Force.  Eventually,  like  I  say,  the  Air  Force 
bought  the  competitor's  vehicle  and  that  amounted  to  172  vehicles 
that  they  procured  from  them  for  procurement  costs  of  around  $106 
million,  and  that  was  business  that  did  not  come  to  us.  That  was 
business  that  we  did  not  get. 

The  Air  Force,  by  its  own  calculations,  saved  or  will  have  saved 
over  the  life  of  the  vehicles  $125  million  by  the  use  of  our  patent. 
Again,  like  I  say,  our  only  forum  was  to  sue  the  Government  and 
the  Government  then  has  the  right  to  take  our  property  but  they 
must  compensate  us  with  just  compensation,  both  reasonable  and 
entire. 

The  Government  got  all  the  benefits.  We  have  had  to  fight  long 
and  hard,  for  many  years,  to  be  compensated,  both  reasonably  and 
entirely  for  what  was  taken.  Like  I  said,  we  applied  for  the  patent 
in  1982,  it  was  issued  in  1985,  we  filed  suit  in  June  1985.  The  suit 
was  bifurcated,  broken  into  two  parts.  The  liability  portion,  to  see 
if  they  in  fact  had  taken  our  patent  was  decided  in  1991.  And  then 
we  entered  into  the  process  of  deciding  damages,  and  that  case  is 
still  ongoing.  It  is  estimated  that  it  will  be  finished  in  1995. 

There  has  been  a  lot  of  time  and  effort  and  energy  spent  by  us 
at  our  company,  but,  also,  we  have  had  to  retain  counsel,  retain  ex- 
pert witnesses  and  the  like,  and  that  will  have  cost  us  approxi- 
mately $3.5  million  by  the  time  we  are  finished.  It  is  money  that 
had  to  come  out  of  our  hip  pocket.  It  is  not  money  that  was  pro- 
vided by  any  agency  of  the  Government.  Those  costs  for  proceeding 
against  the  Government  are  not  allowed  to  be  included  in  your 
overhead  costs  on  any  of  the  Government  work,  so  it  is  money  that 
was  taken  out  of  our  profits  and  our  retained  earnings. 

We  believe  that  we  will  prevail.  We  have  already  prevailed  in  the 
liability  section.  They  did  in  fact  infringe  our  patent  and  our  patent 
was  in  fact  valid.  It  is  our  contention  that  it  is  not  reasonable  and 
entire  compensation  if  the  damage  awarded  to  us  does  not  include 
a  provision  for  us  to  recover  our  legal  costs.  The  fifth  amendment 
of  the  Constitution  provides  that  we  receive  just  compensation  for 
any  property  taken.  A  statute  has  been  passed  that  provides  for 
reasonable  and  entire  compensation. 

Because  we  have  had  to  spend  so  much  of  our  time  and  effort 
and  energy  on  this  case,  not  only  could  we  not  defend  our  rights 
on  any  other  case  of  a  similar  nature,  we  would  not  have  any  in- 
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centive  whatsoever  to  spend  our  intellectual  resources  to  help  the 
Government  solve  any  technical  problems  in  the  future.  That  may 
be  not  too  great  a  magnitude  of  event  in  the  world's  history,  but 
it  has  been  a  very  important  thing  to  us  and  we  feel  like  it  has 
been  a  very  important  thing  to  the  Government. 

Further,  in  my  belief,  the  effect  of  this  problem  is  also  a  great 
disincentive  for  any  other  small  business,  or  individual  inventor  to 
spend  its  intellectual  resources  in  order  to  solve  problems  which 
might  be  of  use  by  the  U.S.  Government. 

This  bill,  H.R.  4558,  will  help  correct  this  problem.  I  urge  your 
favorable  consideration  of  this  bill  and  promptly  reporting  it  out  of 
the  subcommittee. 

Again,  I  thank  you  for  your  time. 

Mr.  Bryant.  Thank  you. 

[The  prepared  statement  of  Mr.  Oswald  follows:! 
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Thank  you  Mr.  Chairman.    My  name  is  Norman  Dean  Oswald.   I  am 
the  vice-president  of  Standard  Manufacturing  Company,  and  I 
appreciate  the  chance  to  come  here  today  and  testify  on  behalf  of 
this  bill  to  enhance  fairness  in  compensating  owners  of  pa  cents 
taken  by  the  United  States  Government.   It  seeks  to  remedy  a  real 
injustice  in  our  present  system,  one  that  my  company  and  I  are 
experiencing  at  first  hand.   At  present,  when  a  patent  is  taken 
for  use  by  the  Federal  Government,  the  patent  owner  has  only  one 
remedy  -  he  is  forced  to  bring  a  suit  against  to  recover  just 
compensation.   However,  even  if  he  wins  his  case,  he  is  forced  to 
bear  all  the  costs  of  the  lawsuit,  which  means  that  he  actually 
recovers  "just  compensation"  less  whatever  it  has  cost  him  to 
obtain  the  judgement.   This  bill  would  permit  courts  to  remedy 
that  situation,  by  allowing  the  patent  owner  to  be  reimbursed  for 
reasonable  litigation  costs. 

The  patent  system  is  as  old  as  the  Constitution  in  this 
country.   From  the  very  beginning,   Americans  have  recognized 
that  one  way  to  encourage  research,  development  and  progress  is 
to  assure  inventors  that  if  they  discover  something  new,  and  make 
their  discovery  public  via  the  patent  system,  they  will  have  the 
exclusive  right  to  manufacture,  sell,  or  use  their  invention  for 
the  first  few  years.   We  hear  a  lot  of  talk  today  about 
"intellectual  property."   That  is  something  the  Constitution 
recognized  over  two  hundred  years  ago  -  that  ideas  can  have 
economic  value,  and  should  be  protected  by  the  government  from 
being  misappropriated  and  exploited  by  someone  else,  just  like 


13 


the  rest  of  the  property  of  a  person  or  a  business.   The 
government  protects  inventors'  rights  to  their  ideas  by  issuing  a 
patent.    As  you  know,  it  does  so  only  after  it  has  studied  the 
invention  and  compared  it  with  what  went  before  and  made  sure 
that  it  really  is  something  new.   Whether  or  not  its  particularly 
useful,  whether  or  not  anyone  is  going  to  be  willing  to  pay  for 
it  is  another  question  -  but  what  the  government  does  is 
guarantee  that  for  seventeen  years,  only  the  patent  owner  gets  to 
decide  who  will  make,  use,  or  sell  the  invention. 

The  only  exception  is  if  the  government  wants  to  use  it. 
Now,  ordinarily,  if  someone  is  using  your  patent  without  your 
permission,  you  can  get  a  court,  to  order  them  to  stop,  and  you 
can  get  damages,  and  those  damages  can  be  increased  threefold  if 
the  court  finds  that  the  defendant  knew  he  was  infringing  your 
patent  and  went  ahead  and  did  it  anyway.    You  can  also  get  the 
court  to  order  the  infringer  to  pay  your  attorneys  fees,  the 
amount  you  had  to  spend  to  get  him  to  stop  doing  what  he  wasn't 
allowed  to  do  in  the  first  place.   All  this  changes,  however,  if 
he's  selling  the  product  to  the  government,  or  using  the  patent 
in  some  way  for  the  government.   Then  you  can't  get  the  courts  to 
make  the  infringer  stop  using  the  patent,  and  you  can't  get  him 
to  pay  you  any  damages.   Instead,  you  have  to  sue  the  government. 
Now,   I  am  not  here  to  complain  about  that  or  ask  that  it  be 
changed.   The  government's  right  to  take  property  is  also 
recognized  in  the  Constitution,  so  long  as  it  pays  for  it.   The 
law  has  evidently  decided  that  when  someone  uses  your  patent  to 
make  something  to  sell  to  the  government,  it  should  be  treated  as 
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though  the  government  took  a  license  in  your  patent  and  your 
remedy  is  to  sue  the  government  to  get  paid  for  the  license. 
Now,  this  is  not  quite  the  same  as  getting  your  "damages"  from 
the  person  who  is  making  and  selling  your  invention  to  the 
government,  and  there  is  no  chance  of  increasing  the  award  if  the 
infringement  was  intentional.  The  real  problem, however ,  is,  that 
when  you  sue  the  government,  although  the  law  says  that   you  are 
entitled  to  get  the  value  of  what  was  taken  from  you,   that  is 
not  what  you  receive.     The  court  is  not  allowed  to  take  into 
consideration  how  much  it  has  cost  for  you  to  recover  the  value 
of  what  was  taken  from  you. 

In  other  words,   if  the  court  says  the  patent  right  that 
was  taken  from  you  is  worth  $5  it  awards  you  $5;   it  can't  pay 
any  attention  to  the  fact  that  you  have  had  to  pay  $2  in 
litigation  expenses  to  get  that  $5  award.   What  you  actually 
receive  is  $3  and  you  clearly  haven't  gotten  back  the  equivalent 
of  what  was  taken  from  you. 

This  legislation  would  not  change  the  requirement  that  the 
court  determine  the  value  of  what  was  taken,  just  as  it  does  now. 
The  change  the  legislation  would  make  would  be  to  permit  the 
court  to  compensate  the  patent  owner  for  the  expenses  he  has 
incurred  to  get  that  award,  so  that  when  the  court's  judgment 
says  you  are  entitled  to  $5,  you  actually  get  $5,  and  not  $5  less 
however  much  you  have  had  to  pay  your  attorneys  and  experts. 

Just  the  mere  outline  of  the  problem  that  is  addressed  by 
this  bill  fails  to  suggest  its  concrete  importance  to  small 
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businesses  and  individual  inventors.   If  I  may,  I  would  like  to 
tell  you  about  the  experience  of  my  own  company  and  what  this 
legislation  means  to  it.   Standard  Manufacturing  is  a  family- 
owned  business,  which  began  manufacturing  for  the  defense 
industry  during  World  War  II  and  has  continued  to  do  so 
thereafter.   A  major  part  of  our  business  since  the  1950's  has 
been  manufacturing  munitions  loaders,  specialized  vehicles  that 
are  used  to  transport  bombs,  rockets,  missiles,  and  the  like  to 
military  aircraft  precisely  lift  and  position  them  and  then 
attach  them  to  the  aircraft. 

In  the  early  1980's,  when  President  Reagan  reintroduced  the 
B-1  bomber  program,  several  of  us  at  my  company  realized  that 
this  meant  there  was  going  to  be  a  need  for  a  new  bomb  loader 
that  could  meet  the  particular  loading  bay  configuration  of  the 
B-1.   No  existing  loader  was  strong  enough,  or  could  lift  a  load 
high  enough,  to  meet  the  reguirements  of  the  B-1.  Since  the 
government  was  also  increasing  the  missile  utilization  of  its  B- 
52  fleet  and  purchasing  loaders  for  those  aircraft  as  well,  we 
realized  that  there  would  be  a  particular  advantage  to  a  machine 
that  could  meet  the  needs  of  both  models.   Also  in  the  USAF 
research  and  development  phase  was  the  Advanced  Technology 
Bomber,  now  known  as  the  B-2  Stealth  Bomber  and  thus  there  was  a 
need  to  be  able  to  load  it  as  well.   Indeed,   the  loader  that  the 
government  was  then  using  for  its  B-52's  was  expensive,  very 
complicated  and  prone  to  break  down  and  was  designed  to  load  only 
the  B-52.   So  what  we  set  out  to  do  in  1981  was  to  design  a 
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loader  that  could  meet  the  government's  needs  for  all  three 
aircraft. 

This  was  no  simple  task,  for   the  configurations  of  the 
loading  bay  of  the  two  aircraft  are  entirely  different  -  one 
provides  for  almost  no  horizontal  clearance,  and  the  other  for  no 
vertical.   Harry  Mankey,  Ray  Dean  and  I,  who  collectively  had 
over  65  years  of  design  and  operation  experience,  worked  many 
long  hours  coming  up  with  a  solution.   When  we  did,  we  thought  it 
was  so  good  that  we  had  a  team  of  eight  to  ten  work  on  it  full 
time  for  six  months,  until  the  basic  design  was  complete.   All 
told,  we  put  over  2  million  dollars  of  our  money  into  developing 
the  idea  into  a  workable  prototype.    We  also  briefed  the 
government  on  our  invention,   proposed  a  manufacturing  price  that 
was  less  per  unit  than  what  they  were  paying  for  the  defective  B- 
52  loaders  they  were  buying  then,  and  had  numerous  meetings  over 
a  two-year  period  trying  to  convince  them  that  we  had  designed 
the  most  suitable  loader  for  their  needs. 

Evidently  we  were  right,  because  during  the  last  eleven 
years  the  government  has  purchased  over  one  hundred  fifty  loaders 
that  use  our  invention.    It  has  even  arranged  to  have  some  of 
the  old  loaders  it  had  purchased  for  B-52's  redesigned  and 
totally  remanufactured  to  take  advantage  of  the  invention  for  use 
with  the  B-2  aircraft.   All  told,  it  has  spent  over  100  million 
dollars  for  the  loaders  and  related  items.    Unfortunately,  all 
of  the  contracts  have  gone  sole  source  to  our  competitor  who 
apparently  got  hold  of  our  design  and  copied  it.    They  were 
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awarded  $7,500,000.00  as  an  incentive  for  part  of  the  savings 
enjoyed  by  the  government  for  use  of  our  invention.   We  have 
received  nothing. 

In  September,  1982,  shortly  after -we  completed  the  basic 
design,  we  applied  for  a  patent,  and  the  patent  was  issued  in 
June,  1985.   As  I  mentioned  before,  this  means  that  by  law,  we 
alone  have  the  right  to  manufacture  or  sell  this  loader. 
However,  since  our  competitor  is  selling  it  to  the  government,  we 
have  not  been  able  to  do  anything  to  stop  them  or  to  collect 
damages  from  them.   Rather,  we  have  been  forced  to  sue  the 
government  under  a  statute  that  provides  that  we  are  entitled  to 
get  "reasonable  and  entire  compensation"  for  the  taking  of  our 
patent  rights.   We  filed  a  suit  in  1985,  and  the  case  is  still 
before  the  Court  of  Claims. 

The  case,  as  I  now  understand  is  usual  in  these  actions,  has 
been  divided  into  two  parts.   In  the  first  part,  called  the 
liability  phase,  we  had  to  demonstrate  that  the  Government  was 
actually  liable  for  using  our  patent.   Sometimes  this  involves  a 
question  of  whether  the  patent  has  actually  been  infringed,  but 
in  our  case,  the  government  admitted  that  if  the  patent  was 
valid,  it  had  been  infringed.   Instead,  they  claimed  that  our 
patent  which  was  issued  by  another  branch  of  the  government 
wasn't  valid.   In  addition  to  retaining  attorneys  to  handle  our 
case,  we  had  to  hire  a  legal  expert  and  a  technical  expert  to 
prove  that  the  Patent  Office  had  been  right  when  it  issued  the 
patent.    Now,  although  it  is  easy  enough  to  state  what  the  issue 
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was,  you  know  that  nothing  is  so  straightforward  when  it  comes  to 
a  lawsuit.   The  liability  trial  took  about  two  weeks,  I 
understand  that  there  is  an  entire  room  in  the  Court  of  Claims 
building  that  is  still  being  used  to  store  the  exhibits  that  were 
introduced  at  the  trial,  and  the  judge's  opinion  itself  was  one 
hundred  pages  long. 

The  judge  ruled  that  our  patent  was  valid,  and  that  we  are 
entitled  to  "reasonable  and  entire  compensation"  for  the  taking 
of  our  patent  rights.   Presently  we  are  in  what  is  called  the 
accounting  phase  of  the  lawsuit,  attempting  to  prove  what  amount 
would  constitute  just  compensation.   To  try  to  establish  this,  we 
have  had  to  retain  more  experts,  on  accounting  and  patent 
licensing.   Thus  far,  we  have  spent  over  three  and  one  half 
million  dollars  on  attorneys'  fees  and  witness  expenses  and  we 
still  don't  know  what  we  will  ultimately  be  awarded.   Our  losses 
from  this  patent  taking  are  over  $50  million.   Over  the  past  ten 
years,  while  our  competitor  has  been  selling  over  one  hundred 
fifty  of  the  loaders  that  the  court  has  recognized  we  invented, 
our  own  business  has  shrunk  to  less  than  one-quarter  of  its 
former  size.   They  have  reaped  the  profits,  we  have  borne  the 
expense  of  the  litigation,  but  we  don't  know  what  we  will 
eventually  recover. 

What  we  do  know,  however,  is  that  under  current  law  as  it 
has  been  interpreted  by  the  courts,  when  the  judge  makes  her 
decision  she  can  only  take  into  account  what  we  should  have  been 
paid,  and  not  how  much  it  has  cost  us  out  of  pocket  to  get  that 
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award.   For  example,  I  understand  that  the  Justice  Department's 
position  is  that  $5  million  would  be  reasonable  and  entire 
compensation  for  our  patent  rights.   That  means  that  the 
government's  own  position  is  that  it  took  something  from  us  worth 
$5  million,  and  yet  if  that  is  the  court's  award,  what  we  will 
actually  receive  is  only  $1.5  million.    The  constitution  says  we 
are  entitled  to  just  compensation,  the  statute  says  we  are 
entitled  to  reasonable  and  entire  compensation,  and  yet  what  we 
will  get  is  reasonable  compensation  less  what  we  have  had  to 
spend  to  get  it. 

Congress  has  already  addressed  this  problem  in  other 
situations  where  a  citizen  is  forced  to  bring  suit  against  the 
government  for  the  taking  of  his  property.   I  understand  from  our 
lawyers  that  usually  when  the  government  has  taken  property 
without  paying  for  it,  the  owner  can  bring  his  suit  under  the  big 
or  little  Tucker  Acts,  and  that  a  statute  already  provides  that 
the  court  can  award  reasonable  litigation  costs  to  the  owner  if 
he  is  successful  in  such  a  suit,  so  that  he  will  actually 
receive,  on  net,  the  amount  that  the  court  determines  is  "just 
compensation."    Patent  owners  are  not  asking  for  special 
treatment  therefore;  rather  the  relief  we  are  asking  for  is 
already  available  to  others  in  our  situation.   I  also  understand 
that  the  courts  have  noted  the  problem  but  have  said  that  there 
is  nothing  that  they  can  do  about  it  unless  Congress  gives  them 
specific  authority  to  award  litigation  costs. 

That  is  what  this  bill  would  do.   It  would  authorize 
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expressly  the  recovery  of  reasonable  costs  by  a  patent  owner  who 
is  forced  by  statute  to  litigate  against  the  Government  in  order 
to  obtain  just  compensation.   This  is  not  a  carte  blanche  to  sue 
the  government  at  its  expense.   No  matter  how  much  the  patent 
owner  has  spent  to  press  his  claim,  he  gets  nothing  unless  the 
court  determines  that  the  government  has  taken  his  property  and 
is  liable  to  him  for  using  his  property,  in  this  case  a  patent. 
Moreover,  the  court  would  scrutinize  the  costs  in  each  case  to 
make  sure  that  they  are  reasonable.   All  that  this  bill  would  do 
is  restore  fairness  to  the  compensation  of  patent  owners,  who, 
under  current  law,  necessarily  lose  money  even  if  they  succeed  in 
their  suit. 

As  I  mentioned  at  the  outset,  throughout  its  history  our 
country  has  recognized  the  importance  of  furthering  discovery  and 
invention  by  securing  to  inventors  the  fruits  of  their  efforts. 
This  bill  would  fill  an  important  gap  that  has  developed  between 
the  protection  that  the  law  purports  to  offer,  and  what  it 
actually  provides. 
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Mr.  Bryant.  Our  next  witness  is  Brian  Wolfman,  staff  attorney 
for  Public  Citizen  Litigation  Group. 

STATEMENT  OF  BRIAN  WOLFMAN,  STAFF  ATTORNEY,  PUBLIC 

CITIZEN  LITIGATION  GROUP 

Mr.  Wolfman.  Thank  you.  I  wish  to  thank  the  committee  for  in- 
viting me  to  testify  this  morning,  and  I  will  try  to  summarize  the 
statement  that  I  provided  and  would  like  it  to  be  submitted  in  its 
entirety. 

I  am  a  staff  attorney  with  Public  Citizen  Litigation  Group,  which 
is  a  division  of  Public  Citizen  here  in  Washington.  The  statute  be- 
fore the  committee  concerns  is  a  fee-shifting  provision,  and  the  gen- 
eral purposes  of  these  statutes  is  threefold:  To  encourage  the  vindi- 
cation of  Federal  rights,  as  Mr.  Oswald  referred  to,  such  as  those 
protected  in  civil  rights  laws,  patent  laws,  environmental  laws;  en- 
abling citizens  to  hire  lawyers  and  to  provide  additional  incentives 
to  obey  Federal  law;  and,  of  course,  to  fully  compensate  those 
whose  rights  have  been  violated,  as  it  appears  Mr.  Oswald's  compa- 
ny's rights  have  been  violated. 

Now,  as  a  general  matter,  when  a  citizen  prevails  in  litigation 
against  the  Federal  Government,  the  Equal  Access  to  Justice  Act 
is  the  applicable  statute.  There  are  other  specific  statutes,  such  as 
the  one  that  is  being  requested  here  today,  but  generally  the  EAJA, 
as  it  is  known,  is  the  applicable  statute. 

Now,  EAJA  is  unlike  virtually  all  the  other  fee-shifting  statutes 
that  are  on  the  books  in  two  crucial  respects,  and  several  other  less 
important  ones.  The  first  important  one,  though,  is  that  prevailing 
plaintiffs  usually  cannot  recover  their  attorneys'  fees  at  market 
rates;  rather  EAJA  limits  fees  to  $75  per  hour  plus  inflation  from 
the  time  it  was  enacted  in  the  early  1980's. 

Second,  it  is  not  enough  for  the  plaintiff  to  simply  prevail  in  the 
litigation,  as  it  is  under  virtually  every  other  fee  provision,  such  as 
the  one  being  proposed  here  today,  H.K.  4558.  The  Government  can 
avoid  an  award  of  fees  if  it  can  show  that  despite  having  lost  the 
case,  its  position  on  the  merits  of  that  case  was  substantially  justi- 
fied, which  the  courts  have  interpreted  to  mean  reasonable  in  law 
and  fact. 

So  H.R.  4558  beneficiaries  will  gain  two  important  things,  which 
I  have  just  referred  to,  that  EAJA  cannot  give  them,  market  rate 
attorneys'  fees  and  automatic  fee  shifting  if  they  have  prevailed  in 
their  suit  with  the  Federal  Government. 

As  a  general  matter,  it  is  our  position  that  we  do  not  think  it  is 
healthy  or  rational  to  deal  with  the  question  of  attorneys'  fees  on 
an  ad  hoc  piecemeal  basis.  The  real  question  to  us,  which  is  raised 
obliquely  by  this  bill,  H.R.  4558,  is  EAJA  reform,  which  in  our  view 
is  long  overdue.  Reforming  EAJA  along  the  lines  we  propose  will 
obviate  the  need  to  burden  Congress  with  subject-specific  fee  legis- 
lation. 

I  v/ant  to  make  one  thing  clear.  We  do  not  take  any  particular 
position  on  this  bill,  and  compensating  for  the  wrongs  that  Mr.  Os- 
wald's company  has  suffered  is  perfectly  consistent  with  the  gen- 
eral position  we  are  taking. 

And  I  want  to  mention  some  of  the  problems  that  the  general 
fee-shifting  provision — EAJA — has,  and  recognize 
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Mr.  Gekas.  General  what? 

Mr.  WOLFMAN.  Fee-shifting  provision.  Sorry. 

Mr.  Gekas.  That  is  all  right. 

Mr.  WoLFMAN.  That  EAJA  has,  and  recognize  there  are  some 
other  less  important  ones  that  should  be  cleaned  up  as  well. 

I  want  to  mention  first,  though,  that  many  of  the  things  that  I 
will  be  talking  about  today,  very  briefly,  have  been  endorsed  by  the 
Administrative  Conference  of  the  United  States  and  its  particular 
proposals  which  were  made  in  1992  are  attached  to  my  testimony 
as  well. 

One  of  the  problems,  as  I  indicated,  is  the  fee  cap  is  at  $75  an 
hour,  plus  inflation.  That  is  just  totally  out  of  line  with  current  fee 
rates  today,  and  the  inflation  just  has  not  kept  up  with  the  legal 
marketplace.  And,  you  know,  I  am  sure  that  Mr.  Oswald  will  agree 
he  did  not  accrue  $3.5  million  in  attorneys'  fees  and  expenses  at 
$75  an  hour.  The  fees  were  certainly  at  rates  much  greater  than 
that,  I  am  quite  sure. 

In  Washington,  for  instance,  the  Justice  Department  uses  a  fee 
scale  to  compensate  lawyers  who  are  not  subject  to  EAJA  and  it 
runs  anywhere  from  about  $135  an  hour  to  $305  an  hour.  Myself, 
although  it  is  hard  for  me  to  imagine  this,  but  apparently  with  my 
level  of  experience  I  am  entitled  to  $265  an  hour.  I  don't  charge 
that  in  my  office  since  we  do  not  work  on  that  basis,  but  it  gives 
you  a  sense  of  the  kind  of  fees  that  have  to  be  incurred  to  oppose 
unlawful  governmental  action. 

A  second  problem  with  the  EAJA,  and  this  again  is  well  illus- 
trated by  Mr.  Oswald's  case,  is  that  generally  speaking  the  courts 
award  fees  at  what  is  known  as  historical  rat^s.  So  if  you  have  a 
case  that  has  been  pending  for  quite  some  time,  as  Mr.  Oswald's 
case,  they  award  fees  based  on  when  you  did  the  work.  But  of 
course  all  the  while  you  do  not  have  the  money.  And  one  important 
reform,  of  course,  would  be  to  award  rates  at  the  time  they  are 
awarded  and  not  at  the  time  that  you  did  the  work. 

Another  thing,  as  I  have  alluded,  to,  is  elimination  of  the  substan- 
tial justification  defense.  It  could  be,  for  instance,  in  Mr.  Oswald's 
case,  that  the  Government  could  come  back  and  convince  a  court, 
even  though  it  lost  and  lost  badly,  that  it  had  a  reasonable  position 
at  some  point  in  the  litigation  and  would  be  able  to  avoid  fees.  But 
that  does  not  compensate  the  individual  or  the  company  for  the 
time  and  expense  that  they  have  gone  through. 

As  it  turns  out,  what  has  occurred  with  this  substantial  justifica- 
tion defense  under  EAJA  is  it  saved  the  Government  little,  if  any, 
money  at  all,  as  the  Administrative  Conference  found  and  as  a 
study  that  I  refer  to  in  my  longer  remarks  found.  Because  the  Gov- 
ernment tends  to  lose  about  80  percent  of  these  fee  applications 
anyway,  there  is  an  enormous  amount  of  litigation  expense  just  liti- 
gating the  issue  of  substantial  justification. 

That  brings  me  to  the  question  of  costs  under  EAJA.  To  be  sure, 
one  of  the  reasons  that — when  this  was  enacted,  in  1980  and  began 
in  October  1981,  to  be  sure  one  of  the  reasons  that  it  was  struc- 
tured not  to  give  market  rates  and  to  allow  the  Government  a  de- 
fense on  the  basis  of  reasonableness  was  because  of  a  cost  concern. 
At  that  time,  in  1980,  when  the  committee  reports  accompanying 
the  statute  came  out,  there  was  a  CBO  estimate  that  EAJA  would 
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cost,  in  1980  dollars,  $100  million  a  year  and  a  little  more  there- 
after. Well,  in  fact,  EAJA  has  cost,  at  most,  $5  million  a  year. 

In  the  year  ending  1992,  it  cost  the  Government  about  $1.2  mil- 
lion. In  other  words,  almost  100  times  less  than  the  CBO  estimate. 
So  we  are  not  talking  about  very  big  money  here.  What  we  are 
talking  about  is  making  the  system  rational. 

Every  suggestion  we  have,  and  the  administrative  conference 
has,  will  greatly  reduce  litigation  costs  because  they  will  reduce  all 
the  infighting  about  the  question  whether  you  are  entitled  to  fees. 
In  some  instances,  although  not  all,  it  might  increase  to  some  de- 
gree the  outlay  of  fees  for  the  Government,  but  it  will  greatly  get 
rid  of  all  this  satellite  litigation.  There  has  been  an  enormous 
amount  of  litigation  under  this  statute  precisely  because  it  is  so 
hard  for  litigants  to  recover  market  rate  fees  and  they  need  to  try 
to  get  something. 

There  are  a  couple  of  other  items  which  I  have  laid  out  in  my 
full  testimony,  and  I  will  just  mention  two  of  them  right  now. 

The  first  is  that,  as  again  Mr.  Oswald  said,  his  forum  was  the 
Claims  Court.  Well,  in  1985,  EAJA  was  amended  to  make  the 
Claims  Court  a  "court"  within  the  meaning  of  EAJA  so  that  people 
could  recover  if  they  had  to  sue  in  the  Claims  Court.  We  believe 
that  EAJA  was  always  intended  to  cover  the  Claims  Court.  EAJA 
simply  says  "any  court"  in  which  you  have  won  against  the  Govern- 
ment has  the  power  to  award  fees. 

But  there  has  been  a  lot  of  satellite  litigation,  again,  the  Govern- 
ment has  lost  almost  all  of  it,  claiming  that  so-called  article  I 
courts,  like  the  Veterans  Court,  the  Claims  Court,  bankruptcy 
courts,  are,  for  one  reason  or  another,  not  subject  to  EAJA.  That 
ought  to  be  amended.  That  is  a  very,  very  negligible  cost  item,  be- 
cause, as  I  say,  the  Government  has  generally  lost  that  issue,  but 
it  has  been  a  locus  of  a  lot  of  satellite  wasteful  litigation. 

And,  finally,  EAJA  has  a  separate  portion  of  the  statute  which 
covers  agency  adjudications.  As  I  am  sure  the  committee  members 
are  well  aware,  a  lot  of  times  you  have  to  have  a  formal  adjudica- 
tion before  a  Federal  agency,  such  as  the  Labor  Department,  the 
Federal  Election  Commission,  whatever  it  might  be.  The  statute 
says  that  in  order  to  gain  fees,  you  have  to  technically  be  involved 
in  an  adjudication,  subject  to  the  Administrative  Procedure  Act. 

Well,  as  it  turns  out,  some  statutes,  the  statute  that  sets  up  de- 
portation hearings,  for  example,  follow  the  exact  same  provisions  as 
the  Administrative  Procedure  Act  but  are  technically  not  subject  to 
that  act.  They  are  set  up  in  that  case  by  the  Immigration  and  Nat- 
uralization Act  and,  therefore,  the  courts  have  held  they  cannot 
award  EAJA.  And,  of  course,  that  makes  very  little  sense.  They  are 
identical  type  hearings. 

For  instance,  someone  now  who  is  subject  to  an  unlawful  depor- 
tation order  cannot  get  fees.  But  someone  subject  to  an  unlawful 
order  of  the  FCC  can  get  fees.  That  was  clearly,  I  don't  believe,  in- 
tended by  this  body. 

In  any  event,  that  is  what  we  have  to  say  this  morning.  We  have 
submitted  all  our  comments  and  we  believe  that  what  is  rational 
is  to  take  a  look  at  the  statute  as  a  whole  and  make  it  work  for 
all  this  country's  citizens.  And  of  course  if  the  committee  has  any 
questions,  I  would  be  happy  to  answer  them. 
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Mr,  Bryant.  Very  well.  Thank  you  very  much  for  your  testimony 
and  for  each  of  your  testimonies  and  the  complete  written  presen- 
tation of  it  that  accompanies  vour  oral  testimony. 

[The  prepared  statement  of  Mr.  Wolfman  follows:] 
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October  5,  1994 

TESTIMONY  OF  BRIAK  WOLFMAN  OF  PUBLIC 

CITIZEN  LITIGATION  GROUP  ON  H.R.  45S8 

BEFORE  THE  SUBCOMMITTEE  ON  ADMINISTRATIVE  LAW 

AND  GOVERNMENTAL  RELATIONS  OF  THE  HOUSE  JUDICIARY  COMMITTEE 

Good  morning.  My  name  is  Brian  Wolf man.  I  wish  to  thank  the 
committet  for  inviting  me  to  testify  this  morning.  I  am  a  staff 
attorney  with  Public  Citizen  Litigation  Group,  a  division  of  Public 
Citizen  here  in  Washington,  D.C.  In  my  work  at  Public  Citizen,  and 
prior  to  that,  as  a  staff  attorney  for  a  rural  legal  services 
program  in  Arkansas,  I  have  developed  a  good  bit  of  knowledge  of 
the  federal  fee-shifting  statutes.  I  have  litigated  numerous 
issues  under  these  statutes  at  all  levels  of  the  federal  judiciary, 
including  two  recent  Supreme  Court  cases.  ^  Under  fee-shifting 
legislation,  parties  prevailing  in  litigation  are  awarded 
attorney's  fees  and  sometimes  other  litigation  expenses.  The 
general  purpose  of  these  statutes  is  three-fold:  to  encourage  the 
vindication  of  federal  rights  (such  as  those  protected  in  our  civil 
rights,  environmental,  and  open  government  laws),  by  enabling 
citizens  to  hire  lawyers;  to  provide  additional  incentives  to  obey 
federal  law;  and  to  fully  compensate  those  whose  rights  have  been 
violated. 

As  a  general  matter,  when  a  citizen  prevails  in  litigation 
against  the  federal  government,  the  Equal  Access  to  Justice  Act 
("EAJA")  is  the  applicable  fee-shifting  statute.^   Other  specific 


^  Melkonvan  v.  Sullivan.  498  U.S.  1023  (1991);  Shalala  v. 
Schaefer,  113  S.  Ct.  2625  (1993). 

2  See  28  U.S.C.  2412. 
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fee  statutes  might  apply,  such  as  the  Freedom  of  Information  Act,^ 
but  when  no  other  statute  does  not  apply,  EAJA  is  the  only  possible 
recourse.  Two  prominent  examples  of  EAJA  applicability  are  suits 
against  federal  agencies  to  obey  statutory  and  constitutional 
mandates,  and  challenging  arbitrary  and  capricious  agency  actions, 
under  the  Administrative  Procedure  Act,**  and  Social  Security 
cases.  ^  In  addition,  a  separate  provision  of  ElAJA  applies  to 
certain  administrative  adjudications  before  federal  agencies.^ 

EIAJA  is  unlike  virtually  all  of  the  other  fee-shifting 
statutes  in  two  crucial  respects  (and  several  other  less  important 
ones  as  well).  First,  prevailing  plaintiffs  usually  cannot  recover 
their  attorney's  fees  at  market  rates. ^  Rather,  EAJA  limits  fees 
to  $75  per  hour,  adjusted  by  increases  in  the  cost  of  living  since 
EAJA ' s  enactment.^  Second,  it  is  not  enough  for  the  plaintiff  to 
prevail  in  the  litigation,  as  it  is  under  virtually  every  other  fee 
provision;^  the  government  can  avoid  an  award  of  fees  entirely  if 
it  can  show  that,  despite  having  lost  the  case,  its  position  on  the 


^  5  U.S.C.  552(a) (4) (E) 
"  5  U.S.C.  706. 


^  42  U.S.C.  405(g) 
^  5  U.S.C.  504. 


^  Typically,  attorney's  fees  awards  are  calculated  by  taking 
the  number  of  hours  reasonably  spent  on  the  case  multiplied  by  the 
hourly  rate  the  particular  lawyer  could  command  in  the  relevant 
market.  Blum  v.  Stenson.  465  U.S.  886  (1984);  Henslev  v. 
Eckerhart,  461  U.S.  424  (1983). 

^  28  U.S.C.  2412(d) (2) (A) (ii) . 

'  E.g. .  42  U.S.C.  1988  (civil  rights  cases). 
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merits  of  the  case  was  "substantially  justified. "^° 

Which  brings  us  to  H.R.  4558.  Public  Citizen  takes  no 
position  on  the  wisdom  of  allowing  market-rate  fee  shifting  against 
the  federal  government  in  the  particular  patent  cases  covered  by 
the  bill.  In  principle,  we  are  not  against  the  notion  that 
plaintiffs,  particularly  the  small  to  medium-sized  companies  with 
less  than  500  employees  covered  by  H.R.  4558,  should  be  made  whole 
when  they  do  battle  with  the  government  and  win. 

H.R.  4558 's  beneficiaries  gain  important  two  things  —  in 
fact,  the  two  things  I  have  highlighted  above  —  that  EAJA  simply 
could  not  give  them:  market  rate  attorney's  fees  and  automatic  fee- 
shifting  if  they  have  prevailed  in  their  suit  with  the  federal 
government.  However,  it  is  not  clear  to  us  that  those  who  are 
forced  to  litigate  against  federal  patent  "takings"  are  any  more 
deserving  than  other  litigants  —  many  of  whom,  like  social 
security  and  SSI  claimants  living  in  poverty,  are  more  in  need  of 
full  recompense  for  their  injuries  sustained  because  of  erroneous 
applications  of  federal  law. 

As  a  general  matter,  we  don't  think  it  is  healthy  or  rational 
to  deal  with  the  question  of  attorney's  fees  on  an  ad  hoc, 
piecemeal  basis.  The  real  question,  which  is  raised  obliquely  by 
H.R.  4558,  is  EAJA  reform,  which  is  long  overdue.  Reforming  EAJA 
along  the  lines  we  propose  will  obviate  the  need  to  burden  Congress 


^°  28  U.S.C.  2412(d)(1)(A).  The  Supreme  Court  has  held  that 
the  government  is  substantially  justified  only  where  it  can  show 
that  its  position  had  a  reasonable  basis  in  law  and  in  fact. 
Pierce  v.  Underwood.  487  U.S.  552,  563-68  (1988). 
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with  subject-specific  fee  legislation.  Attorney  fee  rates  under 
EAJA  are  seriously  out  of  line  with  the  market  and  the  substantial 
justification  standard  has  provided  little  guidance  to  the  courts, 
thereby  multiplying  litigation  needlessly,  while  saving  the 
government  little,  if  any,  money.  The  Administrative  Conference  of 
the  United  States  has  suggested  numerous  EAJA  reforms,  as 
Recommendation  92-5,  all  of  which,  we  believe,  merit  serious 
consideration  by  this  Committee  and  Congress  as  a  package. 
Although  we  don't  agree  with  every  recommendation  in  its  entirety, 
we  believe  that  Recommendation  92-5  provides  a  good  starting  point 
for  discussion  and,  if  enacted  tomorrow,  would  be  a  significant 
improvement  over  the  current  scheme.  For  the  Committee's 
convenience,  we  have  submitted  as  Exhibit  A  to  this  testimony  a 
copy  of  the  Administrative  Conference's  recommendation. 

We  have  the  following  suggestions  for  EAJA  reform.  At  the 
outset,  we  note  that  none  of  these  proposals  would  cost  the 
government  significant  amounts  of  money,  and  some  would  save  the 
government  fees  and/or  litigation  costs,  while  at  the  same  time 
more  fairly  compensating  parties  who  have  to  bear  the  expense  of 
challenging  unlawful  government  conduct. 

I.  Issues  Concerning  the  Pee  Rate:  Raising  the  fee  cap, 
eliminating  EAJA's  "special  factor"  enhancement  criterion, 
specifying  the  cost-of-living  fee  cap,  and  using  current  fee  rates. 
■  A.  Raising  the  Fee  Cap.  The  fee  cap  of  $75  per  hour 
plus  inflation  should  be  raised.  Even  assuming  a  full-inflation 
adjustment  is  award,  the  maximum  fee  award  under  EAJA  may  not 
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exceed  approximately  $120  per  hour  ($75  adjusted  for  inflations 
since  the  EAJA's  original  effective  date  in  October  1981)  .  This  is 
very  significantly  below  prevailing  market  rates  in  Washington, 
D.C.,  which  are  not  dissimilar  to  rates  in  other  major  U.S.  cities. 
We  are  attaching  as  Exhibit  B  a  copy  of  the  so-called  Laf  f  ev 
matrix,  which  is  used  in  federal  courts  in  the  Washington  area  to 
calculate  the  actual  market  rate  for  legal  services  in  fee 
requests.  For  instance,  lawyers  with  11  years  of  experience 
command  fees  of  $265  per  hour.  Fee  rates  range  from  $135  to  $305 
per  hour.  To  show  how  out  of  date  EAJA  has  become,  paralegals  and 
law  clerks  (usually  law  students)  now  are  billed  at  the  EAJA  $75 
per  hour  ceiling. 

We  recognize  that  the  EAJA  fee  cap  was  intended  as  a 
compromise  between  the  pre-EAJA  world,  where  no  fees  were  available 
in  many  cases  against  federal  agencies,  and  market-rate  fee 
statutes.  However,  the  current  rate  is  so  drastically  out  of  line 
with  typical  market  rates  so  as  to  eliminate  much  of  the  incentive, 
and  unquestionably  much  of  the  compensation,  EAJA  is  supposed  to 
provide  for  challenging  unlawful  agency  action.  As  a  middle 
ground,  we  suggest  raising  the  fee  cap  to  $175  per  hour,  plus 
increases  in  the  cost  of  living  from  enactment  of  the  new  cap. 

B.  Eliminating  Enhancement  for  "Special  Factors." 
Although  EAJA  generally  limits  fees  to  $75  per  hour  plus  inflation, 
it  does  permit  increases  for  "special  factors."  This  standard  is 
remarkably  vague,  and  the  Supreme  Court's  interpretation  of  it, 
unfortunately,  has  not  helped  much.   See  Pierce  v.  Underwood,  487 
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U.S.  552,  571-74  (1987).  It  continues  to  spawn  a  great  deal  of 
unproductive  litigation,  with  wildly  inconsistent  results, 
precisely  because  litigants  are  seeking  ways  to  recover  their  full 
market-rate  fees.  In  an  effort  to  streamline  the  Act,  we  support 
the  elimination  of  this  fee  enhancement  factor,  so  long  as  the  fee 
cap  is  increased  as  discussed  above. 

C.  Choosing  a  Cost-of-Livinq  Index.  There  has  also  been 
considerable  litigation  of  what  cost-of-living  index  should  be  used 
to  enhance  fees.  A  majority  of  courts  have  held  that  the 
appropriate  index  is  the  all-items  Consumer  Price  Index  for  all 
urban  consumers  (known  as  the  CPI-U) ,  while  a  minority  have  used 
the  CPI  index  for  legal  services,  with  the  latter  resulting  in 
higher  fee  awards  since  inflation  in  legal  services  has  outstripped 
inflation  generally  since  EAJA's  enactment.  But  regardless  of 
which  index  is  higher  at  any  given  time,  using  the  legal  services 
index  makes  sense  since  the  EAJA  consximer  is  shopping  for  legal 
services,  not  housing  or  hamburgers  (the  types  of  items  that 
comprise  the  CPI-U) .  However,  the  issue  of  which  index  to  use  is 
probably  less  important  than  choosing  an  index.  Congress  should 
direct  the  courts  to  use  a  particular  cost-of-living  index  and 
thereby  avoid  unproductive  litigation. 

D.  Paving  Current  Rates.  We  strongly  recommend  an 
amendment  to  EAJA  directing  that  courts  use  the  date  that  the  fees 
are  awarded  as  the  relevant  time  to  assess  the  fee  rate.  Historic 
rates  —  using  the  rate  at  the  time  the  work  was  performed  —  are 
simply  insufficient  to  properly  compensate  litigants  or  encourage 
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them  to  bring  cases.  This  is  especially  important  to  encourage 
lawyers  to  bring  cases,  where  the  case  can  only  be  taken  on  a 
contingent  basis  and  it  is  likely  that  the  case  will  take  many 
years  to  complete.  Moreover,  to  use  historic  rates  runs  counter  to 
the  purpose  behind  the  cost-of-living  adjustment . ^^  We  note  that, 
in  the  context  of  the  Civil  Rights  Attorney's  Fees  Awards  Act,^^ 
the  Supreme  Court  has  held  that  courts  may  use  current  rates  to 
compensate  for  delay. ^^  Of  course,  the  government  would  save  some 
fees  if  historic  rates  were  used  (would  they  be  assessed  year-to- 
year  or  month-to-month?) ,  but  there  is  no  principled  reason  for 
using  them.  Finally,  our  suggested  amendment  is  itself  a  middle 
ground,  because  fees  are  not  actually  paid  by  the  government  until 
after  the  fees  are  awarded  and  ordinarily  the  delay  in  payment  is 
many  months. 

II.  Elimination  of  "Substantial  Justification"  Defense. 
The  Administrative  Conference  has  recommended  that  the 
substantial  justification  standard  be  repealed  in  public  benefit 
cases,  such  as  social  security  cases.  Professor  Harold  Krent,  a 
consultant  to  the  Administrative  Conference  on  its  EAJA 
recommendation,  also  makes  a  persuasive  argument  that  such  a  repeal 
is  in  the  interest  of  justice,  would  encourage  settlement,  thereby 


See  Action  on  Smoking  and  Health  v.  CAB.  724  F.2d  211  (D.C. 
Cir.  1984) (EAJA  cost-of-living  adjustments  should  be  made  to  assure 
that  lawyers  receiving  fees  at  different  times  obtain  equivalent 
value)  . 

^^   42  U.S.C.  1988. 

^^  Missouri  v.  Jenkins.  491  U.S.  274,  278-84  (1989). 
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reducing  litigation  costs,  and  would  cost  the  government  little,  if 
any,  money.  ^'*  This  is  principally  because  the  government's  ElAJA 
defenses  are  usually  unsuccessful,^^  and  the  government  wastes 
considerable  resources  litigating  those  losing  cases.  In  addition, 
the  government  is  obligated  to  pay  fees  to  the  plaintiff  for  the 
time  spent  proving  that  the  government's  position  was  not 
substantially  justified. ^^ 

If  the  substantial  justification  defense  is  to  be  repealed, 
that  repeal  should  apply  across  the  board  —  but  at  a  minimum  to 
all  benefit  cases,  not  just  those  filed  under  the  Social  Security 
Act.  For  instance,  veterans  disability  cases  in  the  Court  of 
Veterans  Appeals  ("COVA") ,  a  category  indistinguishable  from  social 
security  cases  in  all  relevant  respects,  should  also  be  included. 
Veterans  cases  involve  disability  issues  similar  to  those  in  social 
security  cases,  and  are  usually  filed  by  impecunious  claimants. 
Further,  there  are  relatively  few  lawyers  expert  in  this  area, 
because,  until  1989  when  the  Veterans'  Judicial  Review  Act  became 
effective, ^^   lawyers  could  take  no  more  than  a  $10  fee  to 


^^  Harold  J.  Krent,  "Fee  Shifting  under  the  Equal  Access  to 
Justice  Act,"  11  Yale  J.  Law  &  Pol.  458,  487-89,  492-94,  495-500 
(1993) . 

^5  Id.  at  487-88;  Annual  Report  of  the  Director  of  the 
Administrative  Office  of  the  U.S.  Courts  -  1992  (hereafter  "Annual 
Report"),  p.  94  (for  year  ending  Sept.  1992,  of  245  EAJA 
applications  to  Dep't  of  HHS,  only  36  denied;  government  wide  only 
25  applications  denied  on  substantial  justification  grounds) . 

^^  Comm'r.  INS  v.  Jean.  496  U.S.  154  (1990). 

^"^  Pub.  L.  100-687,  102  Stat.  4105  (1988). 
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represent  veterans  in  these  cases. ^®  Still,  the  veteran  may  not 
pay  a  lawyer  at  all  at  the  initial  administrative  heai ing  level, 
and  the  maximum  court-awarded  contingent  fee  at  the  COVA  level  is 
only  20%  of  the  retroactive  award  (as  opposed  to  25%  in  the  social 
security  context) .  About  65%  of  the  veterans  proceeding  in  the 
COVA  do  not  have  lawyers. ^^ 

Moreover,  there  is  good  reason  to  go  beyond  the  Administrative 
Conference's  recommendation  and  simply  repeal  the  substantial 
justification  defense  across  the  board.  To  put  it  bluntly,  it  is 
very,  very  difficult  to  prevail  in  a  case  against  the  federal 
government.  Generally  speaking,  in  a  case  challenging  federal 
government  action,  the  plaintiff  has  to  show  that  the  conduct 
contested  was  arbitrary  and  capricious  or  without  substantial 
evidence  or  some  other  standard  of  review  that  gives  the  government 
agencies  great  latitude  in  conducting  their  business.  Moreover,  in 
cases  challenging  the  lawfulness  of  a  particular  regulation  or 
other  policy  as  contrary  to  law,  the  agency  is  given  great 
deference  in  interpreting  the  statute.  The  result  is  often  that  a 
challenge  will  not  be  successful  unless  is  can  be  shown  that  the 
agency's  policy  is  wholly  irrational . ^° 


■"■^  See  Walters  v.  Nat '  1  Ass'n  of  Radiation  Survivors.  473  U.S. 
305  (1985). 

^^  The  Ninth  Annual  Judicial  Conference  of  the  U.S.  Court  of 
Appeals  for  the  Federal  Circuit,  140  F.R.D.  57,  190  (1992);  Linda 
Himmelstein,  "This  is  One  Court  With  a  Shortage  of  Lawyer  —  Judge 
Lets  it  Be  Known:  Veterans  Need  Legal  Help,  Fast,"  Legal  Times.  May 
4,  1992,  p.  1. 

^°  Chevron  U.S.A..  Inc.  v.  Natural  Resources  Defense  Council. 
Inc. .  467  U.S.  387,  842-45  (1984). 
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In  such  circumstances,  there  is  no  reason  why  winning  on  the 
merits  should  not  be  equated  with  a  showing  that  the  governinent '  s 
position  on  the  merits  is  lacking  in  substantial  justification. 
Indeed,  two  federal  appeals  courts  have  held  just  that.^^  Other 
courts  have  resisted  this  equation  and  hundreds  of  cases  have  been 
litigated  on  the  substantial  justification  question,  with  the 
government  losing  most  of  the  time  and  many  hours  expended  by 
attorneys  on  both  sides. ^^  As  a  matter  of  statutory 
interpretation  both  of  these  positions  can  be  defended,  but  as  a 
matter  of  policy,  the  substantial  justification  standard  is  of  no 
great  value,  and  likely  costs  the  government  more  than  it  saves. 
Because,  as  stated,  to  win  against  the  government  it  is  necessary 
to  show  that  the  government's  position  was  clearly  wrong,  and  often 
times  irrational,  the  substantial  justification  defense  does  not 
serve  as  a  safeguard  to  allow  the  government  to  present  novel 
defenses  without  the  worry  of  a  fee  award.  Indeed,  the  statute 
already  permits  the  court  to  deny  fees  when  "special  circumstances 
make  an  award  unjust,  "^^  and  we  think  that  narrow  exception  is 
sufficient. ^^ 


^^  Federal  Election  Comm'n  v.  Political  Contributions  Data. 
Inc.  .  995  F.2d  383  (2d  Cir.  1993),  cert,  denied.  114  S.  Ct .  1064 
(1994);  Oregon  Natural  Resources  Council  v.  Madigan.  980  F.2d  1330 
(9th  Cir.  1992)  . 

^^  Krent,  supra,  at  499-500. 

23  28  U.S.C.  2412(d) (1) (A) . 

2'*  Krent,  supra.  at  500  (elimination  of  substantial 
justification  standard  not  likely  to  cause  of  overdeterrence  of 
governmental  conduct) . 
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III.   Defining  "Final  Judgment." 

Currently,  EAJA  contains  a  statute  of  limitations,  requiring 
that  fee  applications  be  filed  within  30  days  of  "final 
judgment. "^^  While  this  might  sound  easy  to  apply,  it  has  in  fact 
been  nightmarish,  resulting  in  literally  hundreds  of  cases 
litigated  solely  or  principally  on  this  issue.  Indeed,  just  within 
the  last  three  years,  the  Supreme  Court  has  issued  two  decisions  on 
this  issue,  the  first  of  which  caused  so  much  confusion  that  it  led 
to  several  hundred  lower  court  opinions  interpreting  it  within  less 
than  two  years. ^^  The  second,  an  attempt  to  explain  the  first, 
came  to  the  unprecedented  conclusion  that  parties  who  had  not  yet 
even  won  the  benefits  the  sought  from  the  government  were 
nevertheless  obligated  to  file  an  EAJA  fee  application  to  be  timely 
(and  indeed  could  collect  fees  at  that  point). ^^ 

The  simple  answer  to  all  this  remarkably  wasteful  litigation 
is  simply  to  repeal  the  statute  of  limitations.  An  examination  of 
the  case  law  discussed  above  reveals  that  (1)  the  cases  in  which 
timeliness  has  been  argued  do  not  involve  egregious  delays  (or  even 
delays  at  all) ,  but  rather  hypertechnical  arguments  involving 
interpretations  of  cases  like  Melkonvan  and  Schaefer .  and  (2)  the 
government  has  tended  to  lose  its  timeliness  arguments  in  the 
overwhelming  majority  of  the  cases.  Although  this  cannot  be 
quantified,  we  strongly  believe  that  the  government  has  experienced 


25  28  U.S.C.  2412(d) (1) (B) . 

26  Melkonvan  v.  Sullivan.  498  U.S.  1023  (1991). 
^■7  Shalala  v.  Schaefer.  113  S.  Ct.  2625  (1993). 
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a  net  loss  litigating  EAJA  timeliness  issues.  And,  as  to 
substance,  the  government  simply  cannot  show  that  it  needs  a  3  0-day 
statute  of  limitations  to  prevent  stale  claims  (or  for  any  other 
reason) . 

We  have  stated  this  problem  in  a  way  that  puts  the  burden  on 
the  government  to  show  why  the  statute  of  limitations  is  needed. 
The  reason  for  this  is  two-fold.  First,  if  there  was  ever  a  type 
of  law  that  needed  no  statute  of  limitations,  an  attorney  fee 
statute  is  it.  Lawyers  will  naturally  want  to  file  as  early  as 
possible,  and  the  problem  with  the  30-day  rule,  and  cases  like 
Melkonvan,  is  that  they  are  preventing  lawyers  from  filing  when  it 
make  sense,  i.e..  when  the  case  is  truly  over  and  settlement  has 
been  fully  explored.  As  Judge  Richard  Posner  of  the  U.S.  Court  of 
Appeals  for  the  Seventh  Circuit  has  put  it,  in  rejecting  the 
government's  argument  that  the  30-day  period  should  begin  to  run 
before  the  time  to  appeal  has  lapsed,  the  attorney,  "being  hungry 
to  see  some  cash,"  will  have  incentive  enough  to  file  for  fees  as 
soon  as  possible.^®  Second,  there  are  well  over  100  federal  fee- 
shifting  statutes,  numerous  of  which  provide  for  fees  against  the 
federal  government.  Only  one  other  to  our  knowledge  —  a  tax 
statute  patterned  on  the  EAJA^^  —  contains  a  statute  of 
limitations,  and  we  know  of  no  significant  problem  with  delayed  fee 
applications  under  those  many  other  statutes. 

IV.   Expanding  Agency  Coverage. 


28  McDonald  v.  Schweiker.  726  F.2d  311,  314  (7th  Cir.  1983). 


2^  26  U.S.C.  7430. 
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As  noted  above,  a  separate  EAJA  provision  allows  parties 
prevailing  in  adversary  administrative  adjudications  before  federal 
agencies  to  recover  fees.^°  Under  a  1991  Supreme  Court 
decision,-'^  this  has  been  drastically  limited  to  cases  which  are 
technically  subject  to  the  Administrative  Procedure  Act's  provision 
which  sets  out  the  procedures  for  agency  hearings.-'^  Numerous 
adversary  agency  adjudications  are  not  subject  to  the  APA  simply 
because  they  have  their  own  procedures  contained  in  their  own 
governing  statutes.  There  is  no  reason  to  exclude  fully  adversary 
proceedings,  such  as  the  deportation  cases  at  issue  in  Ardestani . 
on  the  ground  that  they  are  not  technically  governed  by  the  APA. 
Both  the  majority  and  the  dissent  in  Ardestani.  recognized  that 
covering  deportation  cases  is  fully  consistent  with  the  EAJA ' s 
purposes  and  that  deportation  hearings  apply  the  same  procedures  as 
does  the  APA.  This  problem  could  be  fixed  simply  by  amending  EAJA 
to  state  that,  instead  of  covering  cases  "under  [5  U.S.C]  554," 
EAJA  covers  all  adversary  agency  adjudications  that  follow  the  same 
or  similar  procedures  contained  in  section  554. 

V.   Coverage  in  Article  I  Courts. 

There  has  been  considerable  litigation  over  whether  the  EAJA 
covers  litigation  in  Article  I  courts,  such  as  the  bankruptcy  court 
or  veterans  court,  or  only  litigation  in  Article  III  courts.  Most 
courts  have  held  that  Congress  meant  what  it  said  —  that  the  EAJA 


^°  5  U.S.C.  604. 


^^  Ardestani  v.  INS.  112  S.  Ct.  515  (1991) 


^^  5  U.S.C.  554. 
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applies  to  "any  court"^-^  —  and  therefore,  generally  the  only 
problem  has  been  the  wasteful  litigation  that  has  arisen  by  the 
government's  contention  that  these  courts  are  not  covered.-''* 
Moreover,  Congress  has  amended  the  statute  on  two  occasions  to  make 
clear  that  the  Court  of  Federal  Claims  and  the  Court  of  Veterans 
Appeals  are  covered. ^^  We  believe  that  EAJA  covers  Article  I 
courts.  Besides  the  clear  language  of  the  statute,  it  would  have 
been  odd  for  Congress  to  have  included  Article  III  civil  actions 
and  adversary  administrative  proceedings,  which  have  their  origin 
in  Article  I .  but  to  exclude  Article  I  civil  actions. 

At  the  appellate  level,  only  the  Eleventh  Circuit  has  held 
that  Article  I  courts  are  not  covered,  ^^  and  if  for  no  other 
reason  to  assist  citizens  who  by  happenstance  live  in  that  circuit, 
EAJA  ought  to  be  amended  to  make  clear  that  Article  I  courts  are 
covered. 

*        *         * 

The  Costs  of  EAJA.  One  final  word  about  cost.  When  the  EAJA 
was  enacted,  a  CBO  study  accompanying  the  relevant  committee  report 
estimated  that  EAJA  would  cost  the  government  about  $100  million  in 


^^  28  U.S.C.  2412(a),  (b) ,  (d)(1)(A). 

^^  See,  e.g. .  Essex  Electro  Engineers  v.  U.S..  757  F.2d  247 
(Fed.  Cir.  1985) (Claims  Court  covered;  since  codified  in  28  U.S.C. 
2412(d)(2)(F));  O'Connor  v.  U.S.  Dep't  of  Energy.  942  F.2d  771 
(10th  Cir.  1991)  (bankruptcy  court  covered)  ;  U.S.  Navy-Marine  Corps 
Court  of  Military  Review  v.  Chanev.  29  M.J.  98  (CMA  1989) (court  of 
military  appeals  covered) . 

^^  28  U.S.C.  2412(d) (2) (F) . 

2^  See,  e.g. .  In  re  Davis.  897  F.2d  1136  (11th  Cir. 
1990) (bankruptcy) . 
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1980  dollars  in  year  one,  and  somewhat  more  thereafter.-'^  In 
fact,  in  some  years,  EAJA  awards  have  barely  exceeded  one  million 
dollars  government  wide,  and  have  never  come  anywhere  close  to  the 
original  estimates. ^^  Moreover,  Justice  Department  officials  who 
attended  the  Administrative  Conference  proceedings  leading  up  to 
its  recononendation  estimated  that  the  proposed  changes  would  cost 
about  $5-$7  million  annually,  just  a  tiny  fraction  of  the  original 
CBO  estimate.  Because  of  the  savings  involved  in  some  of  our 
suggestions  —  including  the  elimination  of  much  of  the  wasteful 
litigation  now  taking  place  under  EAJA  —  we  believe  the  increased 


^"^  H.R.  Rep.  No.  1418,  96th  Cong.,  2d  Sess .  21-24  (1980), 
reprinted  in  1980  U.S.C. C.A.N.  4984,  5000-5004. 

■'^  The  Administrative  Office  of  the  United  States  Courts, 
which  was  directed  by  the  EAJA  to  make  an  annual  report,  28  U.S.C. 
2412 (d)  (5)  (now  the  responsibility  of  the  Attorney  General),  has 
published  the  following  statistics  concerning  EAJA  awards  for  the 
past  several  years: 

Year  Ending  Fees  Awarded 

6/1988  $2,027,977 

6/1989  $1,884,578 

6/1990  $2,218,556 

6/1991  $1,233,487 

9/1991  $1,174,952 

9/1992  $1,261,822 

Annual  Report  of  the  Director  of  the  Administrative  Office  of  the 
United  States  Courts  —  1992,  p.  93. 

Professor  Krent ' s  study  reveals  higher  outlays,  but  still  the 
CBO  1980  estimates  outstrip  Professor  Krent's  findings  by  about  20 
fold  in  actual  dollars,  even  without  adjusting  for  inflation. 
Krent,  supra,  at  472,  483  &  nn.  94-95. 
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costs  would  be  negligible.  In  any  event,  given  the  very  small 
budgetary  outlays  under  EAJA  to  date,  no  one  could  argue  that  the 
changes  brought  on  by  our  recommendations  would  impose  significant 
new  costs. 

*         *        * 

We  recognize  that  the  bill  pending  before  this  Committee  is 
not  one  to  effect  these  changes.  But  the  patent  fee  proposal  is, 
in  our  view,  symptomatic  of  the  problems  that  exist  with  EAJA.  We 
believe,  that  broad  EAJA  reform,  rather  than  an  ad  hoc  response  to 
a  perceived  problem  of  one  set  of  litigants,  is  the  proper  way  to 
deal  with  the  costs  of  litigating  against  the  federal  government. 
Our  approach  is  more  rational  and  addresses  the  concerns  of  all  our 
citizens. 

We  have  attempted  to  hit  the  most  critical  areas  of  EAJA 
reform,  but  our  views  about  EAJA  are  not  limited  to  those  discussed 
above.  We  look  forward  to  working  with  the  committee  on  any 
efforts  at  EAJA  reform  and  welcome  any  requests  for  further 
assistance  that  the  committee  may  have.  Thank  you  once  again  for 
this  opportunity  to  present  our  views. 
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EXHIBIT  A 


Recommendation  92-5 

Streamlining  Attorney's  Fee  litigation  Under  the 
Equal  Access  to  Justice  Act 

Coognu  fint  waived  tbe  fovcnmieol't  tmaaauty  from  anoraey't  fee 
awards  to  tbe  Equal  Accnt  to  Jiuuoe  Acl  (EAJA),  5  U.S.C.  |504.  28  U.S.C. 
12412(d),  is  1980  and  reeoacted  tbe  Act  is  1985.  Tbe  EAJA  auiborues 
oertais  private  parties  tbat  prevail  is  Dootort  civil  btigatjoo  afainst  tbe  Unjled 
States  is  botb  courts  and  aseocies  to  recover  Ibeir  fees  aad  cxpeoces  No 
recovery  is  allowed,  bowever,  if  tbe  foveromeoi  demonstrates  tbat  its  position 
was  substantially  justified,  wbicb  bas  bees  ccostrued  to  require  tbe  goveminent 
to  ibow  tbat  its  position  bad  a  reasooable  basis  in  botb  law  ai>d  fact.  Tbe  Act 
precludes  fee  awards  to  parties  tbat  exceed  a  specified  itet  worth  or,  is  tbe  case 
of  busioesses  and  organizatioos.  number  of  employees  It  also  aets  a  maximum 
bourly  rate  for  attorney's  fees  of  S75  per  bour.  Tbe  rate  can  be  raised  if  tbe 
court  'detennises  tbat  an  increase  in  tbe  cost  of  living  or  a  ^wcial  hzioi,  lucb 
as  tbe  limited  availability  of  qualified  attorneys  for  tbe  proceedings  involved, 
justifies  a  bigher  fee*;  in  agency  proceedings,  tbe  agency  must  make  such  a 
deiermirution  tbrough  rulemaking.  With  coct-«f-livmg  increases,  attorneys 
can,  at  present,  bope  to  recover  a  little  over  SlOO  per  bour  under  tbe  EAJA  for 
most  court  litigation,  tbough  tbey  remain  litiuted  to  S75  per  bour  for  most 
litigation  before  agencies. 

Congress  sought  to  accomplisb  two  iatercooiiected  goals  is  tbe  Act:  to 
provide  an  incentive  for  private  parties  to  contest  government  overreaching  and 
lo  deter  fovenunent  wrongdoing.  Congress  feared  that  parties  with  limited 
resources  would  not  be  able  to  defend  vigorously  against  government 
enforcement  actions  or  lo  challenge  opprobrious  regulation.  One-way  fee 
riiiftiBg  under  tbe  Acl  was  intended  to  belp  rectify  tbe  imbalance  in  resources. 
Because  fee  awartls  must  be  paid  out  of  tbe  offending  agency's  budget. 
Congress  hoped  tbat  EAJA  litigation  would  also  apur  agencies  to  act  more 
prudently,  particularly  wben  determining  the  rights  of  parties  of  modest 


Coogreas  originally  estimated  that  the  EAJA  would  coo  the  govemnient 
$100  million  a  year,  in  recent  yean,  approximately  2,000  EAJA  applicauons 
have  been  resolved  each  year,  of  which  tbe  vast  majonty  involve  aocial 
•ecuhty  disability  or  similar  individual  benefits  disputes.  Tbe  total  payout  of 
fees  in  these  cases  has  been  only  S5  to  S7  million  per  year. 
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ADMNUTIATTVE  CONPStENCE  OF  THE  UnTTO  STaTB 


Bfdigim  Litif •tMM  and  Eacourafiiis  Srttkmqit 

Altbouffa  At  EAJA  Bty  not  have  been  uaed  u  oftto  at  predicifid.  it  has 
oevothelecs  fcoeralad  ■  aifnificaot  ainouDt  of  oooicDUotu  Luyaijoc. 
Relabvely  few  EAJA  ■pplicitiooi  appear  to  be  aettJed.  and  the  empincal 
avideooe  available  iwliralw  that  fee  Utifatioo  oAeo  reaulu  in  more  cx>mpljcaied 
prooeedinfs  than  are  nehtad.  Ambifuous  proviaioDt  m  the  Act-«icb  as  the 
■ubatantial  juatificatioo  ataiidard  and  the  proviaico  pennituui  eohaocements  lo 
the  fee  cap-foater  addibooal  Utigatioo  and  ««■"■""*''  the  poieDtiiJ  for 
aettleoKot  of  fee  diaputes.  The  Aduuniatntive  Coo/ereoce  believes  that 
ameodmeots  to  the  EAJA  would  produce  aignificaDt  aaviogs  m  litijatioo  costs. 

To  reduce  litigation  over  the  proper  amount  of  fees  awardable  under  the 
EAJA,  the  Coofereoce  recommeads  aeveraJ  t«ft.t>if.i  modificatioos  to  the  Act. 
Fint,  Coogreas  should  strike  the  provixioo  allowing  eDhancemeoi  of  fees  when 
*a  apeciaJ  factor,  aucb  as  the  limilad  availability  of  quaLfied  attorneys  for  the 
proceedings  involved,  juitifiec  a  higher  fige.*  The  enhancement  provision 
breeds  uncertainty,  coats  money  to  litigate,  and  makes  aettlemeot  more  difficult 
lo  obtain.  Second,  Congress  should  amend  28  U.S.C.  i2412(dX2)  to  specify 
bow  courts  should  calculate  ooat-of-living  iDcreaaes.  Little  is  gaii>ed  by 
Utigating  over  iasues  such  as  which  price  index  or  subcategory  of  ao  index  lo 
oae  in  these  calculations.  Third,  Qjogreas  ahould  make  clear  that  fees  are  to 
be  calculated  at  the  adjusted  rate  applicable  on  the  date  the  judge  or  adjudicator 
issues  an  order  granting  the  EAJA  appbcatioo.  Currently,  courts  are  split  as  to 
when  the  cost-of-bving  increaae  is  applicaUe-for  instance,  «vbe(her  it  ahould 
be  calculated  as  of  the  date  the  work  it  performed,  or  as  of  aome  later  date. 
Choosing  the  date  when  the  application  is  granted  creates  a  bnghi-line  rule  that 
ahould  simplify  the  calculation  and  «»iii|»jim»>  «  pnvate  party  to  a  limited 
extent  for  the  delay  in  payment,  e.g.,  payment  in  1992  for  work  performed  u 
1986.  Fourth,    becanar   the    Caaferenoe    noommends   eliminating    the 

enhancement  provision  and  including  an  offer-of-judgment  provisioo 
(described  below),  both  of  which  should  tend  to  reduce  the  fees  payable  by  the 
fovemment,  it  also  reoommeods  laising  the  fee  cap  to  approximate  more 
doeely  the  prevailing  market  rate  for  attorneys,  to  ensure  that  the  level  of 
ocMnpensatioo  under  the  Act  remaiiu  adnquate  to  serve  its  purpoaes. 

In  addition  lo  Iheae  relatively  ledmical  modifications  to  the  Act,  the 
Administrative  Conference  ncommends  that  Congress  enact  an  offer-of- 
judgment  provision  lo  help  encourage  settlements  of  fee  disputes  arising  under 
the  EAJA.  Upon  receiving  a  private  party's  fee  application,  the  government 
could  make  as  offer  of  judgment  as  to  the  fee  award.  If  the  private  party 
rejects  that  offer  and  ultimately  recovers  ao  more  than  the  offer,  it  oould  not 
recover  any  fees  or  expenses  incurred  for  aervioes  rendered  after  the  offer  was 
ngected.    The  offer-of-judgment  device  should  encourage  settlement,  thereby 
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Mvios  both  putiec  Ibe  expenae  of  litif atiof  fee  duputes;  wfaile  the  fovemmeot 
pwty  fiiiu  kvenfe  by  exieoding  n  offer  of  judfmeot,  d>e  pnvaxe  party 
bcnefiu  from  the  opporlunity  to  obuio  prompt  peymeot  of  fees. 

This  offer  of  judfmcoi  ncommeofktioo  and  the  four  *>»->inir«i 
f>Tm<iTMi»>/4«nn«t  that  precede  it  iovolve  careful  t««i-~-<'>j  of  fMcton  that  may 
cither  iDcreaae  or  reduce  the  mceouvec  for  attorseyi  to  accept  £AJA  caaec. 
The  Coafereace  preacDts  them  at  a  au^le  package,  rather  than  arparalr 
proposali,  aikd  ^^r**"^**  the  interrelatjooship  taoag  the  recommeodauoos. 

The  Coofereoce  alto  recommeadc  that  Coogreas  act  to  resolve  problemt 
iDvolvmg  implemeotation  of  the  EAJA's  requirement  that  parues  aeeking  feet 
file  applicatioos  withm  30  days  after  final  judgiDect  (or  final  ditposiuoo  in 
ageocy  proceedmgt).  Thirty  days  doet  not  always  provide  adequate  time  for 
prevailing  parties  to  prepare  the  secestary  maten&ls,  and  the  jurisdictional 
■ature  of  the  requirement  foreclotet  the  option  of  a  time  exieasioo.  Exteodmg 
Ibe  filing  deadlme  to  60  days  would  reduce  the  pressure  oo  fee  applicants 
without  undue  prejudice  to  the  government.  More  unponantly,  the  Supreme 
Court's  recent  decisions  in  ktelkonyan  v.  SttUivan,  111  S.  Ci.  21S7  (1991), 
■od  Sullivan  v.  Finkelsiein,  110  S.  Cl.  26S8  (1990),  have  qpawned  significant 
btigaiioo  about  the  timeliness  of  EAJA  applicauoos  when  the  federal  courts 
remand  cases  to  agencies.  Currently,  aome  distnct  court  remands  to  agencies 
are  considered  final  judgments,  thus  triggerug  the  30-day  filing  limit  u  the 
EAJA,  even  though  claimants  do  not  yet  know  whether  they  have  'prevailed* 
ID  the  underlying  action.  The  uncertainty  created  by  these  cases  could  be 
•votded  by  making  clear  in  the  statute  that  the  filmg  deadline  is  not  triggered 
in  a  proceeding  on  remand  imtil  the  party  has  prevailed  in  the  remanded 
proceeding.  Alternatively,  Congress  could  resolve  these  problems  by  deleting 
the  30-dty  requirement.  Most  other  attorney's  fee  sututes  do  ixx  include  any 
wch  deadlme,  and  attorneys  waiimg  to  be  paid  for  their  services  will  have  oo 
Bcentive  lo  delay  filmg. 

Congress  should  also  encourage  private  parties  litigating  against  the  Uuted 
Stales  to  mform  the  court  or  administrative  adjudicator  before  judgment  if  they 
intend  to  apply  for  EAJA  fees  should  they  prevail.  This  would  permit  such 
decisioomakers,  in  appropriate  cases,  to  make  a  determination  as  to  the 
■ihaantitl  justification  of  the  government's  position  at  the  same  time  they 
resolve  the  merits.  That  simultaneous  findmg  may  obviate  the  need  for  more 
extensive  bnefs  at  a  later  time. 


Streamlining  Fee  Disputes  io  Indiridual  Benefit  Cases 

ladividual  benefit  claims  brought  directly  under  42  U.S.C.  |405(g)  or 
'-   a  provuton  crostfefereocmg  42  U.S.C.  ♦405(g),  which  mclude  social 
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ncuhty  disabilit)',  SSI.  Mediure  aod  BmiUr  claims,  nit  aowe  unique  luuet 
doervins  ipecial  considentioo  Curreotl)',  the  aubsunUA]  jusuficatioo  issue  it 
liligaled  to  ■  high  peroeauge  of  all  EAJA  dtsputet  ansing  out  of  ntcb  beaefit 
cues;  from  July  1989  lo  June  1990,  tbe  fovemmeot  prevailed  io  leu  than 
15%  of  tbese  dicpules.  Tbe  average  EAJA  award  m  auch  cases  is  less  (han 
$3,500.  In  Lgbi  of  tbese  facts,  the  CoofercDce  coocludes  thai  tbe  fubsUotial 
justificatioo  ataodard  ritould  be  ^i-^iw"^  for  beoefit  cases  iovolvmg 
individual  daimaats  (but  do(  for  class  actionc).  Although  automatic  fee 
ifaiftiDg  in  these  caaes  would  iocreaae  tbe  govemmeot't  exposure  to  EAJA 
■wards,  that  increase  would  be  oouoterbalaoced  to  aome  exteat  by  the 
elimioation  of  considerable  govenuneataJ  expeaae  lo  litigating  tbe  subsuntia] 
justificatioo  issue. 

More  importantly,  elimination  of  the  aubstaotial  justificauoD  standard 
should  enable  benefit  claimants  to  find  repreaeatatioo.  Curreatiy,  parties 
•eeking  to  press  amall  disability  claims  and  most  SSI  claims  may  have 
difficulty  ivtaimng  counsel  either  through  hourly  rates  or  through  a 
contingency  fee  arrangement;  eliminating  the  substantul  justification  standard 
■hould  help  ensure  the  availability  of  couusel  m  these  cases  by  making  cenau 
that  a  reasonable  fee  will  be  available  for  any  successful  claim  In  addition,  in 
cases— primarily  disability  cases— in  which  claimants  can  obtain  counsel 
through  contingency  fee  anangements  (restricted,  in  social  tecunty  cases,  to  s 
reasonable  fee  not  to  exceed  25%  of  back  benefits,  42  U.S.C.  |406(b)).  their 
counsel  currently  have  little  incentive  to  apply  for  fees  under  the  EAJA.  If 
counsel  have  a  contingency  fee  arrangement  and  obtain  an  EAJA  fee  award, 
they  must  return  the  lesser  award  to  the  claimant.  Pub.  L.  No.  96-481 ,  1206, 
as  amended  by  Pub.L.  No.  99-80,  {3,  99  Sut.  186  (August  S,  1985).  Not 
■urprisingly,  many  successful  beaefits  claimants  do  not  apply  for  EAJA  fees 
(fewer  than  40  percent  did  so  from  July  1989  to  June  1990).  even  though 
private  parties'  success  rate  in  EAJA  litigation  exceeds  80  percent. 


Extending  tbe  EAJA's  Co^tngt 

Finally,  the  Conference  lecommends  that  Congress  consider  extending  tbe 
Act's  coverage,  on  a  category-by-category  basis,  to  particular  ageacy  and  coun 
proceedmgs  that  have  the  same  characteristics  as  those  adversary  proceedings 
now  covered  by  the  Act.  Tbe  Act  covers  only  'adversarial  adjudications*  lo 
agencies,  which  are  defined  as  'adjudications  under  aectioo  S54  of  (title  S].' 
Tbe  Supreme  Court  in  Ardestani  v.  INS,  112  S.  Q.  515  (1991),  construed  that 
provision  to  exclude  agency  proceedings— such  as  deporution  cases-whicb 
have  virtually  the  identical  attributes  as  pnxeedmgs  under  {SS4  but  are  not 
lechmcally  covered  by  that  provision.     Similarly,  it  is  unclear  whether  the 
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EAJA  cover*  til  liti^.tion  aciinst  the  United  Suits  in  Article  I  courts  even 
Chough  tuch  proceedings  are  often  directly  anaJogous  to  those  covered  by  the 
Act  in  Article  III  courts.  Congress  has  dealt  explicitly  with  K>me  of  these 
courts;  for  example,  the  EAJA  was  amended  in  1985  to  include  the  United 
Sutes  Claims  Court,  and  a  separate  sutute.  with  aomewhai  different  standards 
than  the  EAJA.  provides  for  fee  awards  in  Tax  Court  proceedings  26  U  S  C 
17431.  But  other  Article  I  bodies  retnain  to  be  considered  The  Court  of 
Veterans  Appeals,  for  example,  recently  decided  that  it  does  not  have  authonly 
to  award  attonieys  tecs  under  the  Act.  Jones  v.  Derwinski,  No  90-58  rMarch 
13,  1992). 


RECOMMENDATION 

1.    Congress  should  amend  the  Equal  Access  to  Justice  Act    5  U  S  C 
i504.  28  U.S.C.  §2412(d).  as  follows: 

A.  To  reduce  litigation  over  the  dollar  value  of  fee  awards  (I)  the 
provision  in  the  Act  allowing  enhancement  of  fees  when  "a  special  factor 
tuch  as  the  limited  availability  of  qualified  attonieys  for  the  proceedings 
involved,  justifies  a  higher  fee'  ahould  be  ttncken,  (2)  the  Act  should 
ipecify  the  precise  method  to  be  used  in  calculating  future  cosi^f-liv,ng 
•djustmenu  to  the  fee  cap.  (3)  the  Act  should  sute  thai  the  rate  to  be  used 
IS  the  one  that  is  applicable  when  the  judges  (or  administrative 
adjudicators)  onler  awarding  EAJA  fees  is  issued,  and  (4)  the  $75  per 
hour  fee  cap  should  be  raised  to  approximate  more  closely  the  prevailing 
market  rate  for  attonieys. 

B.  To  encourage  lettJements.  the  Act  should  include  an  offer^f- 
judgmen,  procedure:  after  an  EAJA  application  is  filed,  the  government 
~y  make  «,  offer  of  judgment  on  the  EAJA  claim.  ,f  the  pnvate  party 
rejects  the  govemroenfs  offer  and  is  ultimately  awarded  no  more  than 
Out^offer,  that  party  forfeits  the  right  to  aeek  fees  or  expenses  for  the 
tAJA  litigation  from  the  time  the  offer  of  judgment  is  rejected. 

mus?r.l7fn'™""V'"^."'°"  °"  *'  ''"""°"  °^^"  prevailing  parties 
L.5.C.  J24 12(d)  should  be  extended  to  60  days,  to  mn  from  the  date 
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of  fitul  diipcMitiao  of  the  caae.'  or  Ifae   filing  deadline  ibould  be 
•liminirwl. 

D.  To  promoce  judicial  eoooomy,  tbe  Act  ri>ould  eooourtf e  private 
parties  litifatiag  afainct  tbe  United  States  to  notify  tbe  court  or 
adminittrative  adjudicator  prior  lo  jxtdgweai  if  tbey  intead  to  file  an 
EAJA  appbcatioo  ibouJd  tbey  prevail,  ao  as  to  eoable  tbe  decisiotunaker. 
ia  appropriate  caaes,  to  detenniiK  wbetber  tbe  {ovenimeot't  pociuoo  was 
substantially  justified  within  tbe  meaning  of  tbe  Act  ai  tbe  same  Ume  thai 
judgmeot  is  eotered  against  tbe  United  States. 

2.  Coogress  should  modify  tbe  provisioos  of  28  U.S.C.  |2412(d)  at  tbey 
i^Iy  to  individual  beoefit  claims  either  brought  directly  under  42  U.S.C. 
1405(g)  or  under  a  provision  cross-refereocing  42  U.S.C.  H05Cg)  w  tbe 
federal  couru.  For  tfaoae  cases,  tbe  Act  sbould  provtde  for  fee  awards  to 
prevailing  claimanU  in  individual  actions  without  reference  to  whether  tbe 
position  of  the  United  States  was  substanUally  justified. 

3.  Congress  should  consider  wbetber  to  extend  the  Act's  coverage,  on  a 
category-by-categor^f  basis,  to: 

A.  Agency  proceedings  that,  although  not  technically  adjudications 
'under  section  554  (of  Title  5].*  are  required  by  statute  to  employ 
procedures  equivalent  to  tboae  of  such  formal  adversary  proceedings. 

B.  Proceedings  before  Article  I  courts  that  have  tbe  same  attributes  as 
covered  proceedings  in  Article  in  couru  and  in  agencies. 


''BmI  4i^>«Mil»on'  occwi  vWa  a  paity  ku  ptrvukd  ia  ■  procndi^  and  fU  4upo«boB  oT 
^t  pracMdiai  i*  fiaal  aad  i— p|inlitk;  ■  proemiiag*  iovotviiK  ■  icaaad  from  •  coun  to  u 
•fcncy.  fiaal  diyoMiinn  4a€t  km  occur  Hail  ihc  mmadcd  ftocmdiat  n  ccmrliMWd  aa)  ibt 
wihini  arfminHtrauvt  errtcr  it  final  aad  — ii|inlalili . 
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846  FEDERAL  SUPPLEMENT 

APPENDIX  A 

VS.  ATTORNEY'S 
OFFICE'S  MATRIX 
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40 

40 
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60 

66 

60 

66 

70 

76 

76 

76 
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for  wort  done 

IS  1981 
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be  fees 

ID  thu  matnx  are  calculated  by  adduf  Cootumer  Pnce  Index  CWuh- 
ington,  DC.  Metropobun  Area)  uo-eaie  to  the  applicable  Leffey  rate 
for  the  prior  yaar,  then  rounduic  (up,  it  withm  13  of  the  next  multiple 
of  $5).  lite  renh  it  then  adjusted  to  enaujc  that  the  relationahip 
between  the  higheat  nte  and  the  lower  rate*  mnaini  rcaaonab^ 


48 

Mr.  Bryant.  The  Chair  will  recognize  himself  for  5  minutes  for 
questions. 

Mr.  Oswald,  I  am  a  little  puzzled.  Are  we  too  late  to  help  you? 

Mr.  Oswald.  No,  sir.  No,  sir.  The  final  damage  award  has  not 
been — the  damage  trial  has  not  been  concluded  nor  heard. 

Mr.  Bryant.  What  kind  of  timetable  are  we  talking  about  here? 

Mr.  Oswald.  We  believe  that  will  be  done  sometime  in  1995  and 
that  the  judge  will  probably  issue  the  opinion  sometime  in  1996. 
If  it  follows  form,  the  trial  that  took  place  in  1989  lasted  2  weeks 
and  then  the  judge  took  until  1991  to  issue  the  opinion. 

Mr.  Bryant.  The  trial  was  when? 

Mr.  Oswald.  The  trial  was  in  1989. 

Mr.  Bryant.  Took  him  until  1991  to  issue  an  opinion? 

Mr.  Oswald.  Yes,  sir. 

Mr.  Bryant.  That  is  what  should  be  against  the  law  right  there. 
That  is  more  common  than  it  ought  to  be. 

Mr.  Gekas.  Would  the  gentleman  yield? 

Mr.  Bryant.  Yes. 

Mr.  Gekas.  What  opinion?  If  the  liability  issue  was  resolved  in 
your  favor,  what  opinion  had  to  be — ^you  mean  an  order  to  move  on 
to  the  second  phase? 

Mr.  Oswald.  The  liability  trial  was  to  determine  whether  our 
patent  was  valid.  That  was  really  the  issue,  and  that  is  the  trial 
that  was  held  in  1989,  to 

Mr.  Gekas.  That  was  a  judge  finding;  not  a  jury? 

Mr.  Oswald.  Yes,  sir. 

Mr.  Frost.  Court  of  Claims. 

Mr.  Gekas.  I  get  it  now.  Sorry. 

Mr.  Oswald.  So  it  did  take  that  long  and  that  was  the  issue  that 
was  decided.  And  then  that  had  to  be  decided  for  us  in  order  to  go 
to  the  next  stage  for  damages. 

Mr.  Gekas.  I  understand.  I  thought  a  jury  was  involved.  I  had 
that  in  mind. 

Mr.  Oswald.  No.  No,  sir. 

Mr.  Bryant.  So  that  is  not  before  us,  but  it  is  a  continuing  con- 
cern of  mine  that  that  happens  frequently.  I  wonder  how  a  judge 
expects  to  be  able  to  make  a  decision  18  months  after  he  heard  the 
evidence  better  than  he  could  the  next  day. 

Mr.  Oswald.  Well,  it  will  end  up  being  about  11  years  since  we 
filed  the  suit  if  we  in  fact  get  it  decided  in  1996.  That  is 

Mr.  Bryant.  That  is  a  shame.  If  I  understand  correctly,  you 
would  be  eligible  to  recover  fees  under  the  Equal  Access  to  Justice 
Act,  which  is  what  this  gentleman  was  just  talking  about  but  for 
the  fact  that  your  net  worth  exceeds  the  $7  million  cutoff  for  eligi- 
bility. Is  that  correct? 

Mr.  Frost.  Mr.  Chairman,  I  believe  that,  and  there  is  an  attor- 
ney here  who  can  speak  to  this,  but  I  beHeve  that  the  Government 
has  taken  the  position  in  the  litigation  that  they  are  not  entitled 
to  prevail  under  the  Equal  Access  to  Justice  Act  because  it  is  based 
on  a  condemnation  theory  rather  than  a  tort  theory.  It  is  a  rather 
convoluted  position  the  Government  took.  But  I  believe  that's  the 
Government's  position  and  I  would  ask  if  the  attorney  could  come 
to  the  table  to  elaborate  on  this. 
Mr.  Bryant.  Sure. 
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Mr.  Frost.  The  Government  in  the  Htigation  itself  has  taken  the 
position  that  the  Equal  Access  to  Justice  Act  under  any  cir- 
cumstance does  not  permit  attorneys'  fees  in  this  particular  case. 

She  will  introduce  herself,  but  tnere  is  the  net  worth  question 
you  raised,  also. 

Mr.  BRYA^^^.  Would  you  introduce  yourself? 

STATEMENT  OF  MAUREEN  GEVLIN,  ATTORNEY,  STANDARD 

MANUFACTURDJG  CO. 

Ms.  Gevlin.  Maureen  Gevlin,  attorney  for  Standard  Msinufactur- 
ing. 

Actually,  Congressman  Frost  is  quite — almost  exact  in  stating 
what  has  happened.  The  applicability  of  the  Equal  Access  to  Jus- 
tice Act  in  our  case  has  not  yet  come  before  the  court.  In  a  similar 
case,  which  was  decided  in  1992,  the  question  of  the  applicability 
to  a  similar  situation,  a  government  taking  of  a  patent,  was  argued 
before  the  Court  of  Claims.  The  Government  took  the  position  that 
the  act  did  not  apply  and  the  Court  of  Claims  agreed.  And  this  is 
apart  from  the  question  of  net  worth. 

Mr,  Bryant.  So  simply  amending  the  Equal  Access  to  Justice  Act 
might  not  do  the  job  here? 

Ms.  Gevlin.  Under  current  interpretations,  would  not  do  the  job 
here. 

Mr.  Bryant.  For  you  or  people  similarly  situated. 

Ms.  Gevlin.  Exactly. 

Mr.  Frost,  And,  in  fact,  my  legislation  would  seek  to  amend  an 
underlying  statute  dealing  with  patent  and  copyright  cases  rather 
than  amending  the  Equal  Access  to  Justice  Act. 

Ms.  Gevlin.  Exactly. 

Mr.  Bryant.  According  to  the  Department  of  Justice,  passage  of 
this  bill  would  work  against  the  public  interest  by  requiring  the 
Government  to  pay  all  attorneys'  fees  and  litigation  costs  even  in 
cases  where  a  private  litigant  nad  needlessly  prolonged  a  case  by 
making  exaggerated  claims  for  damages.  This  is  what  they  say. 

If  we  decide  that  attorneys'  fees  are  appropriate  in  cases  such  as 
this  one  and  we  pass  the  Dill,  can  you  visualize  any  language  or 
do  you  think  it  is  appropriate  to  consider  adopting  safeguards  to 
prevent  the  outcome  the  Justice  Department  is  concerned  about; 
i.e.,  unnecessarily  prolonging  cases? 

Ms.  Gevlin.  The  bill,  as  it  is  drafted,  would  provide  for  a  deter- 
mination by  the  court  that  the  attorneys'  fees  and  expert  witnesses 
costs  were  reasonable.  So  that  would,  in  itself,  as  I  see  it,  give  the 
Department  the  opportunity  to  advance  any  arguments  that  it  had 
that  the  fees  that  were  being  sought  in  a  particular  case  were  not 
justified. 

Mr.  Bryant.  Interesting  that  the  party  that  managed  to  make 
this  last  11  years  would  be  worried  about  this  particular  problem. 

Mr.  Wolfman,  do  you  agree  the  only  way  that  a  patent  holder  can 
recover  against  government  for  the  unauthorized  use  of  a  patent  is 
through  a  suit  brought  under  section  1498  of  title  28? 

Mr.  Wolfman.  I  am  not  an  expert  in  that  area.  I  believe  that  is 
correct. 

If  it  is  going,  in  essence,  to  the  question  that  you  first  asked;  that 
the  Government  does  tend  to  argue  that  some  cases  sound  in  the 
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nature  of  tort  and,  therefore,  are  not  EAJA  cases.  I  think  there  is 
a  very,  very  strong  argument,  however,  this  is  a  condemnation  case 
which  is  covered  by  EAJA. 

But  this  series  of  questions  does  get  to  the  problem  of  all  this 
satelHte  litigation  that  could  be — for  instance,  the  amendment,  any 
amendments,  EAJA  could  make  very  clear  that  all  these  type  of 
takings  would  be  covered  by  EAJA.  I  am  once  again  not  suggesting 
at  all  that  these  folks  are  not  entitled  to  their  just  compensation. 

Mr.  Bryant.  Under  the  circumstance,  why  would  we  want  to 
allow  attorneys'  fees  to  be  recovered  in  all  such  cases  rather  than 
the  limited  categories  that  are  addressed  in  the  bill? 

Mr.  WoLFMAN.  I  am  sorry.  I  am  not  sure  I  understood  the  ques- 
tion. 

Mr.  Bryant.  Well,  the  bill  is  limited  to  private  inventors  and 
small  companies.  So  the  question  is  why  would  we  want  to 

Mr.  WoLFMAN.  Well,  that  is  a  difficult  policy  choice,  the  same 
type  of  policy  choice  made  in  EAJA.  As  was  referenced  before, 
EAJA  limits  recoveries  to  certain  sized  companies  and  companies 
with  net  worths  of  now  only  under  $7  million.  In  my  view  that  is 
a  serious  problem.  It  was  originally  $5  million,  went  to  $7  million 
in  1985,  and  has  not  changed  since.  At  the  very  least,  it  should  be 
indexed.  But  that  is  a  problem. 

The  question  whether  you  want  to  have  some  cutoff  for  huge  con- 
cerns with  enormous  net  worths  is  a  legitimate  concern,  because 
the  Government  obviously  has  other  things  it  needs  to  do  with  its 
money.  But  in  my  view,  the  $7  million  net  worth  is  out  of  control. 
There  are,  with  all  respect,  there  are  many  nonprofits,  for  instance, 
that  own  a  building.  They  really  do  not  have  anything  much  to 
spare  but  they  might  have  a  net  worth  over  $7  million.  The 
networth  limitation  is  totally  out  of  date. 

On  the  other  hand,  the  limitations  in  this  bill  are,  I  should  say 
at  least  more  reasonable.  A  500-person  company  is  fairly  substan- 
tial— most  people  work  for  companies  with  less  than  500  employ- 
ees. It  is  more  liberal  than  the  EAJA, 

I  did  not  mention  it  in  my  testimony  because  it  was  a  less  critical 
point  to  us.  But  it  is  of  concern. 

Mr.  Bryant.  Mr.  Gekas. 

Mr.  Gekas.  Yes,  I  made  a  quick  judgment  here  that  we  could 
remedy  all  of  these  problems  by  amending  EAJA;  that  is,  if  we 
could  consider  that  to  be  an  umbrella  type  of  statute  to  cover  all 
these  types  of  claims,  that  we  could  safely  amend  EAJA  to  cover 
this  situation  and  other  similar  situations  rather  than  to  venture 
into — when  we  want  to  help. 

I  am  convinced  we  want  to  help  this  firm.  Rather  than  venture 
into  individual — other  types  of  statutes,  could  EAJA  not  serve  as 
an  umbrella  category  of  statutes  to  cover  this  situation  and  other 
similar  situations  dealing  with  the  attorneys'  fees  and  expert  wit- 
nesses and  all? 

Mr.  WoLFMAN.  Is  that  a  question  for  me.  Representative  Gekas? 

Mr.  Gekas.  Yes. 

Mr.  WoLFMAN.  Yes,  it  could,  and  particularly  if  it  took  in  the 
problem  referred  to  here,  which  strikes  me  as  a  rather  bizarre  ar- 
gument that  something  that  obviously  looks  like  a  condemnation 
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proceeding,  the  Grovemment  contends  is  not.  And  that  is  our  posi- 
tion, yes. 

Mr.  Gekas.  That  would  seem  to  me  a  clean  way  to  approach. 

Mr.  Frost.  Well,  of  course,  you  would  have  to  deal  with  the  net 
worth  provisions  in  EAJA. 

Mr.  Gekas.  Yes. 

Mr.  Frost.  And  you  would  have  to  clearly  address  that  Court  of 
Claims  decision  that  the  attorney  cited  earlier  in  which  the  Court 
of  Claims  took  the  position  that  EAJA  did  not  apply  to  this  type 
of  case.  So  you  have 

Mr.  Gekas.  We  would  make  it  apply. 

Mr.  Frost.  I  understand.  But  if  you  are  dealing  with  this  larger 
statute  and  trying  to  fit  this  kind  of  situation  under  it,  then  you 
have  to  look  at  the  particularities  of  this  situation. 

Mr.  Gekas.  No  question. 

Mr.  Frost.  And  you  have  to  look  at  the  broader  questions  of  the 
standard  set  in  EAJA  in  terms  of  the  type  of  government's  defense 
whether  it  had  a  justifiable  defense  and  the  net  worth  require- 
ments. You  would  have  to  have  a  significant  rewrite  of  EAJA  if  you 
were  going  to  fit  this  type  of  case  under  it. 

Mr.  Gekas.  Well,  there  is  no  question  about  that. 

Mr.  Frost.  It  would  be  a  very  substantial  rewrite  of  that  statute, 
I  would  think. 

Mr.  Gekas.  But  it  could  form  the  platform  for  a  review  of  all  of 
these  matters  covering  all  claims  and  not  distinguishing,  or  distin- 
guishing, but  properly,  between  tort  and  eminent  domain  and  all 
those  other  themes. 

But  back  to  this  for  a  moment.  When  we  were  talking  about  in- 
flation, even  under  the  current  statute,  covering  attorneys'  fees 
with  inflation  figures  applicable,  are  we  talking  about  inflation  in 
attorneys'  fees  or  CPI  inflation?  And  that  is  an  important  distinc- 
tion. Cannot  a  case  be  made  that  even  if  you  are  considering  infla- 
tion only,  that  you  should  be  doing  it  in  the  realm  of  attorneys'  fees 
rather  than  general  inflation  of  the  cost  of  chewing  gum? 

Mr.  WoLFMAN.  Again,  Representative  Gekas,  that  is  our  position. 
We  have  a  portion  of  our  testimony  directed  to  that,  and  I  think 
you  are  exactly  correct  and  let  me  explgiin  why. 

If  that  had  been  what  was  going  on  in  the  courts  since  1991,  we 
would  not  be  so  out  of  line  with  market  rates.  Our  view,  as  we  like 
to  put  it,  is  maybe  a  little  too  glib,  you  are  shopping  for  legal  serv- 
ices, not  hamburgers.  It  could  be  the  other  way  around.  The  day 
may  come  where  legal  services  inflate  at  roughly  the  same  rate  or 
less  than  the  CPI,  but  the  point  is  that  it  has  not.  And  the  statute 
right  now  simply  speaks  to  the  increases  in  the  cost  of  living.  I 
think  Congress  needs  to  address  the  question  of  which  index 
should  we  look  at,  and  the  Department  of  Labor  does  produce  on 
a  bimonthlv  basis  an  index  for  legal  services  and  that  ought  to  be 
the  one  looked  to,  in  my  view. 

Mr.  Gekas.  Then  I  have  another  bizarre  concept.  What  if  some- 
where along  the  line  we,  even  under  existing  laws,  would  dem- 
onstrate that  not  only  did  the  Government  not  take  a  justifiable  po- 
sition that  it  was  not  substantially  justified  but  if  a  finding  was 
made  they  were  indeed  not  justified,  they  would  be  subject  to  what 
would  be  akin  to  punitive  damages.  That  is,  if  they  undertook  the 
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defense  that  they  were  justified  and  lost  it,  that  they  would  be  sub- 
ject to  what  would  be  in  private,  in  the  private  world  punitive  dam- 
ages to  give  them,  the  U.S.  attorneys  there,  the  choice  of  pursuing 
the  defense  or  not  pursuing  it  depending  on  what  they  would  pre- 
dict, might  be  the  outcome. 

I  don't  know  how  else  we  can  deal  with  the  defense  of  being  sub- 
stantially justified  on  the  part  of  the  Grovemment.  Anybody  have 
any  thoughts  on  that? 

Ms.  Gevlin.  If  I  may.  Congressman.  The  substantially  justified 
defense  is  a  particular  problem  in  the  question  of  patent  suits  be- 
cause there  are  a  number  of  cases  that  have  been  decided  over  the 
past  20  years  that  basically  say  that  no  matter  what  the  Govern- 
ment did  to  get  the  patent,  no  matter  what  arguments  it  has  ad- 
vanced in  court,  its  position  is  justified  precisely  because  the  stat- 
ute, section  1498,  gives  the  Government  the  right  to  take  the  pat- 
ent. 

So  given  the  body  of  case  law  that  exists,  there  is  more  than  a 
substantial  question  as  to  whether  the  Government  could  ever  be 
unjustified  in  litigating  a  patent  decision,  because  the  basic  statute 
that  allows  it  to  teke  a  patent  owner's  patent  and  allows  the  patent 
owner  to  sue  for  compensation  says  that  the  Grovemment  is  justi- 
fied in  what  it  has  done. 

Mr.  Gekas.  I  am  getting  a  headache. 

Mr.  WoLFMAN.  Representative  Gekas,  if  I  might.  I  think  that 
that  is  essentially  correct  under  EAJA.  EAJA  gives  away  the  liabil- 
ity position,  basically,  and  I  believe  it  was  in  the  form  of  an  amend- 
ment to  EAJA. 

In  condemnation  cases,  the  question  of  whether  there  is  substan- 
tial justification,  you  look  solely  at  the  question  of  how  much  the 
Government  was  willing  to  pay  for  its  taking  vis-a-vis  how  much 
they  ultimately  obtained.  But  the  question  of  liability,  in  essence, 
is  off  the  table. 

Mr.  Gekas.  Well,  at  the  very  least,  I  am  satisfied  that  we  ought 
to  pursue  in  one  way  or  another  the  whole  series  of  issues  that 
have  been  presented  by  the  panel.  I  thank  the  Chair. 

Mr.  Bryant.  Well,  Ms.  Gevlin  or  Mr.  Wolfman,  or  Congressman 
Frost,  if  you  know,  I  want  to  get  this  on  the  record,  I  think  I  know 
the  answer,  but  it  is  correct,  is  it  not,  there  is  no  way  for  a  party 
to  be  compensated  for  the  wrong  that  was  done  you  except  by 
bringing  a  lawsuit?  Isn't  that  correct? 

Ms.  Gevlin.  That  is  correct. 

Mr.  Bryant.  No  other  means  of  doing  it.  Therefore,  attorneys' 
fees  are  going  to  be  a  question  in  every  case. 

Ms.  Gevlin.  That  is  true. 

Mr.  Bryant.  Very  well. 

Finally,  just  to  make  the  record  complete,  as  you  might  have 
guessed,  the  Justice  Department  is  opposed  to  this  bill,  sent  us  a 
letter  October  4  with  reasoning,  which  I  do  not  find  particularly 
persuasive,  but  if  there  is  no  objection,  we  will  make  it  part  of  the 
record  today. 

[The  letter  follows:] 
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U.  S.  Department  of  Justice 
Office  of  Legislative  Affairs 


Office  of  the  Assisani  Anomey  General  Wtishinglon.  D.  C    20530 

October  4,  1994 

Honorable  John  Bryant 

Chairman 

Subcommittee  on  Administrative  Law 

and  Governmental  Relations 
Committee  on  the  Judiciary 
U.S.  House  of  Representatives 
Washington,  D.C.   20515 

Dear  Mr.  Chairman: 

This  provides  the  views  of  the  Department  of  Justice  on  H.R. 
4558,  a  bill  "to  enhance  fairness  in  compensating  owners  of 
patents  used  by  the  United  States."   The  Department  of  Justice 
recommends  against  enactment  of  this  legislation. 

The  remedy  for  unauthorized  manufacture  or  use  of  a  patented 
invention  by  or  for  the  government  is  a  suit  in  the  Court  of 
Federal  Claims  under  28  U.S.C.  §  1498(a)  for  reasonable  and 
entire  compensation.  The  reasonable  and  entire  compensation 
standard  of  recovery  is  identical  to  the  just  compensation 
standard  embodied  in  the  Fifth  Amendment  of  the  Constitution 
which  is  commonly  applied  in  eminent  domain  cases.   See,  Leesona 
Corp.  v.  United  States,  599  F.2d  958,  967  (Ct.  Cl . )  ,  cert . 
denied,  444  U.S.  991  (1979).   Just  compensation  under  the  Fifth 
Amendment  does  not  include  costs  or  attorneys'  fees.   This  is 
true  for  all  types  of  eminent  domain  takings  for  which  just 
compensation  is  required  under  the  Fifth  Amendment. 

This  bill  would  amend  section  1498(a)  by  mandating  that 
reasonable  and  entire  compensation  include  "the  owner's 
reasonable  costs,  including  reasonable  fees  for  expert  witnesses 
and  attorneys,  in  pursuing  the  action"  if  the  owner  is  an 
independent  inventor,  a  nonprofit  organization  or  an  entity  with 
less  than  500  employees.   This  would  single  out  actions  under 
section  1498(a)  for  a  more  expansive  award  of  costs  and 
attorneys'  fees  than  is  available  to  claimants  in  other  actions 
against  the  government.   There  are  other  remedies  available  that 
would  not  require  such  preferential  treatment  for  suits  under 
section  1498  (a)  . 

Under  the  Equal  Access  To  Justice  Act  (EAJA) ,  28  U.S.C. 
§  2412,  Congress  has  already  provided  for  recovery  of  costs 
against  the  government.   Section  2412(a)  permits  an  award  of 
costs  against  the  government  when  the  claimant  prevails,  although 
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such  an  award  is  not  required.   Also,  section  2412(d)  permits  the 
award  of  attorneys'  fees  to  certain  individuals,  nonprofit 
organizations  and  entities  with  less  than  500  employees  and 
having  a  net  worth  of  less  than  $7,000,000  when  the  government's 
litigation  position  is  not  substantially  justified.   This 
resulted  from  substantial  debate  in  the  Congress  about  the  proper 
balance  between  the  need  to  permit  recovery  of  costs  and 
attorneys'  fees  against  the  government  in  some  cases  and  the 
desire  to  avoid  encouraging  claimants  to  advance  untenable 
theories.   We  are  unaware  of  any  basis  for  adopting  a  different 
rule  for  patent  claims  against  the  government  from  the  EAJA  rule 
on  recovery  of  costs  and  attorneys'  fees  in  other  claims  against 
the  government . 

H.R.  4558  would  expand  the  government's  liability  for 
attorneys '  fees  beyond  that  provided  under  the  EAJA  in  two 
respects.   First,  under  EAJA,  attorneys'  fees  are  only  awarded 
when  the  government  is  unable  to  establish  that  its  litigating 
position  was  substantially  justified.   Yet,  under  the  bill,  if 
the  patentee  established  liability,  regardless  of  how  close  that 
O'aestion  might  have  been,  it  would  be  entitled  to  recover  its 
expert  witness  and  attorneys'  fees.   Even  in  private  patent 
infringement  actions,  which  rest  on  a  tort  theory,  rather  than  on 
an  eminent  domain  theory,  attorneys'  fees  are  only  awarded 
against  a  party  in  an  "exceptional  case."   35  U.S.C.  §  285. 

Second,  Section  2412(d)  sets  limits  on  the  net  worth  of 
individuals  and  entities  who  may  receive  an  award  of  attorneys' 
fees  when  the  government's  litigating  position  is  not 
substantially  justified.   While  the  present  bill  mirrors  some  of 
the  requirements  of  Section  2412(d) (2) (B)  in  terms  of  the  parties 
eligible  for  an  award  of  attorneys'  fees,  it  contains  no 
limitation  on  the  net  worth  of  the  individual  inventor  or  the 
entity.   Again,  there  is  no  apparent  basis  for  permitting  a 
broader  measure  of  recovery  of  attorneys'  fees  for  claims  under 
section  1498(a)  than  provided  generally  against  the  government 
under  the  EAJA. 

Moreover,  permitting  mandatory  recovery  of  a  patent  owner's 
costs  and  attorneys'  fees  can  prolong  cases  that  typically  take 
years  to  complete,  and  impede  settlement  by  encouraging  claimants 
to  pursue  insupportable  theories  of  recovery.   At  times,  one  of 
the  most  vigorously  litigated  issues  in  patent  claims  against  the 
government  is  the  amount  of  compensation  that  may  be  recovered. 
In  three  recent  cases,  the  Court  of  Federal  Claims,  the  Claims 
Court  and  their  predecessor,  the  Court  of  Claims,  noted  that  the 
claimants  had  pursued  far  more  in  compensation  than  could 
reasonably  be  supported.   In  Leesona.  the  Court  of  Claims  stated 
that  "the  lengthy  record"  in  that  case  "was  dominated  by 
plaintiff's  and  the  trial  judge's  pursuit  of  a  large  award, 
attempting  to  make  good  the  injury  to  business  on  a  tort  theory, 
wholly  inadmissible  in  eminent  domain."  599  F.2d  at  979.   In  ITT 
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Corp.  V.  United  States,  17  CI.  Ct .  199  (1989),  the  court 
concluded  its  lengthy  and  thorough  assessment  of  compensation  by 
noting  that  the  award  was  low  "relative  to  plaintiff's 
expenditure  of  time  and  effort  to  achieve  it."   17  CI.  Ct .  at 
243.   Finally,  in  De  Graffenried  v.  United  States,  29  Fed.  Cl . 
384,  386  (1993),  the  court  noted  that  the  recovery  by  the  patent 
owner,  excluding  delay  compensation,  was  about  $89,000,  whereas 
the  patent  owner  had  sought  an  award  of  $5-16  million,  excluding 
delay  compensation.   In  all  three  cases,  the  claimants  prolonged 
the  cases  and  added  to  the  expense  to  the  government  in  refusing 
to  settle  after  liability  was  found  and  pursuing  untenable 
theories  of  recovery.   Under  the  H.R.  4558,  the  government  would 
be  liable  for  the  patentee's  costs  and  attorneys'  fees  even 
though  they  resulted  from  unwarranted  contentions  advanced  by  the 
claimants.   Moreover,  the  fact  that  a  patentee  is  assured  of 
recovery  of  its  attorneys'  fees  so  long  as  it  establishes 
liability,  regardless  of  whether  the  government  has  acted 
reasonably  in  litigating  the  action,  removes  any  incentive  for  a 
patentee  to  settle  a  lawsuit  on  a  reasonable  basis  after 
liability  has  been  established. 

This  bill  also  runs  counter  to  Fed.  R.  Civ.  P.  68  concerning 
offers  of  judgment.   Under  Rule  68,  a  party  who  fails  to  recover 
a  judgment  more  favorable  than  that  offered  by  a  defendant  prior 
to  trial  must  pay  the  defendant's  costs  in  defending  the  action 
after  the  offer  was  made.   Yet,  by  mandating  the  award  of  costs 
to  patentees  in  actions  under  section  1498(a)  regardless  of  the 
reasonableness  of  their  position,  the  bill  departs  from  the  goal 
o'f  Rule  68  of  encouraging  claimants  to  realistically  evaluate 
their  cases. 

In  sum,  we  do  not  believe  there  is  need  for  the  amendment  of 
section  1498(a)  to  provide  for  the  mandatory  recovery  of  costs 
and  attorneys'  fees.   These  are  not  components  of  just 
compensation  under  the  Fifth  Amendment,  and  their  recovery 
against  the  government  is  already  provided  in  the  Equal  Access  to 
Justice  Act.   Any  perceived  benefit  in  enacting  H.R.  4558  would 
not  outweigh  the  added  time  and  expense  that  can  be  anticipated. 
Therefore,  the  Department  of  Justice  recommends  against  enactment 
of  this  legislation. 

We  appreciate  your  consideration  of  our  views.   Please  do 
not  hesitate  to  contact  me  if  you  would  like  additional 
information . 
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The  Office  of  Management  and  Budget  has  advised  that  there 
is  no  objection  to  the  submission  of  this  report  from  the 
standpoint  of  the  Administration's  programs. 


Sincerely, 


Sheila  F.  Anthony 
Assistant  Attorney  General 


cc:   Honorable  Martin  Frost 
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Mr.  Oswald.  Mr.  Chairman. 

Mr.  Bryant.  Yes,  sir. 

Mr.  Oswald.  Would  it  be  appropriate,  I  don't  know  your  rules 
and  regulations  and  I  certainly  do  not  want  to  get  into  an  argu- 
mentative deal  with  the  submission  of  the  Justice  Department,  but 
if  I  could  comment  on  that  first  part  that  you  mentioned  there. 
That  is  particularly  galling  to  me,  if  I  mav. 

There  is  an  implication  that  we  asked  for  very  high  compensa- 
tion and  unduly  prolonged  the  suit.  I  find  that  very  much  the  posi- 
tion of  an  adversary. 

Mr.  Bryant.  You  are  talking  about  the  comment  I  made  earlier? 

Mr.  Oswald.  Where  you  read  from  the,  I  believe  you  were  read- 
ing from  the  Justice  Department. 

Mr.  Bryant.  Oh,  I  see  their  implication. 

Mr.  Oswald.  Yes,  sir,  their  implication,  where  you  are  reading 
from  their  submittal.  I  spent  many  dollars  coming  up  here  on  six 
or  seven  different  occasions  to  try  to  settle  this  suit  with  those  peo- 
ple. They  initially  offered  me  $100,000.  Thev  saved  $100  million. 
We  are  asking  for  a  portion  of  that  $100  million.  I  am  not  asking 
for  monev  that  they  have  to  go  dig  up.  I  am  asking  for  a  portion 
of  what  they  did  not  have  to  spend  that  they  saved. 

They  also  allowed  the  competitor  to  take  our  patent  and  use  it 
under  a  provision  of  defense  procurement  called  value  engineering. 
And  in  that  particular  case,  they  awarded  the  competing  company 
$7.5  million  in  incentive  awards  for  taking,  basically  taking  our 
patent  and  using  it  and  proposing  it. 

It  is  very  galling  to  me  to  have  that  position,  and  I  would  also 
like  to  comment  that  the  Justice  Department  has  litigated  this 
thing  every  step  of  the  way.  Every  inch  and  every  step  of  the  way. 

Thank  you.  That  gets  under  my  skin  a  little  bit. 

Mr.  Bryant.  Thereby  prolonging  the  matter  and  making  it  that 
much  more  expensive  for  people  coming  in  and  asking  for  attor- 
neys' fees. 

Mr.  Oswald.  Yes,  sir  that  is  exactly  right. 

Mr.  Bryant.  I  think  you  make  a  very  persuasive  case  and  both 
the  ranking  member  and  I,  based  upon  his  comments  here,  feel  we 
should  take  action  on  this  at  the  beginning  of  the  next  Congress 
and  I  promise  you  that  we  will  do  that. 

Mr.  Oswald.  Thank  you. 

Mr.  Bryant.  If  there  are  no  further  questions  and  there  are  no 
further  questioners  to  ask  further  questions,  we  will  bring  the 
hearing  to  a  close. 

[Whereupon,  at  11  a.m.,  the  subcommittee  adjourned.] 
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